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Preface and acknowledgements

This publication is a contribution to the assignineestowed by the International Labour
Conference on the International Labour Office i@2Qo launch a major campaign for the
extension of social security to all. The Global @aign to extend social security to all
was launched, accordingly, in 2003. The mandatéhCampaign is rooted in Articles 22
and 25 of the United Nations Declaration of Humagh® and in the Declaration of
Philadelphia of 1944, which forms part of the ILOConstitution and sets forth the
Organization’s solemn obligatiori...to further among the nations of the world
programmes which will achieve....the extension ofat@ecurity measures to provide a
basic income to all in need of such protection anthprehensive medical care...The
principles enshrined therein have now been reiefbrand strengthened by the new
Declaration on Social Justice for a Fair Global@atadopted by the 97th Session of the
International Labour Conference in 2008.

This paper sets out the policy vision of the Offiicat underpins its activities in the context
of the Campaign.

The objective of this policy briefing is to contiite to the global debate between social
security stakeholders, researchers, practitionetsdacision-makers as to how to provide a
meaningful form of social security to the majornitiythe world’s population and to ensure
that the human right to social security can be nmdeality in the shortest possible time.
The basic approach that underpins our thinkinfirig]y, one which is firmly rights-based,
and secondly, progressive, in that while we adwwaaiversal access to social security we
envisage that this can be achieved by incremeniptavements. We believe that this
approach is flexible and open enough to help aehéewide consensus, keeping firmly in
mind the two central objectives of social securitye alleviation of poverty and the
granting to all people of the opportunity to liveeir lives in the absence of debilitating
material insecurity.

Many individuals have contributed to the paper thezi by drafting major parts of the

paper, or providing comments in writing or orallyrihg various meetings. Equally

important has been the support by Department ataffcolleagues through their practical
and conceptual work for the Department or as sassgurity specialists in the field;

through research on various topics; or through vearkied out in the context of the 30 or
more technical cooperation projects in various aft the world that the Department
conducts at any point in time. All this experienbas helped us draw the policy
conclusions presented herein. This paper was masigiljpe by inputs, contributions and
feedback provided on all or parts of the paperhgygeople listed below, members of the
Social Security Department of the ILO, our colleagin the field and a number of friends
working in other agencies: Bernard Andre; Pascahyske; Margaret Antosik; Clive

Bailey; Sandrine Baronetti; Pauline Barrett-Reidjri€tina Behrendt; Fabio Bertranou;
Guy Bezou; Michele Bhunnoo; Gylles Binet; ChristiBeckstal; Florence Bonnet; Iréne
Brown; Ana Teresa Carrion Chavarria; Michael CighGharles Crevier; Nuno Da Cunha
Meira Simoes; Simone Da Encarnacao Palma RosagMasée Da Silva Ribeiro; Anne
Drouin; Ginette Forgues; Elaine Fultz; Luis Frobapn Garcia; Wouter van Ginneken;
Victoria Giroud-Castiella; Fabio Duran Valverde; r@aine Guisse; Alesandro Guliano;
Krzysztof Hagemejer; Ken Hirose; Aidi Hu; Christidacquier; Stephen Kidd; Ursula
Kulke; Florian Leger; Olivier Louis dit Guerin; Hippe Marcadent; Ana Maria Méndez;
Sokhna Ndiaye; Tharcisse Nkanagu; Karuna Pal; Wigi€inheiro; Emmanuel Reynaud;
Carol Rodriguez Burgess; Markus Ruck; Xenia Schdiling; Valérie Schmitt-Diabate;

Wolfgang Scholz; Nicolai Shinkov; Carmen SolorioalM Soquet; Pierre Stadelmann;
Emmanuelle St. Pierre Guilbault; José Tossa; Riglizvanhuynegem; Sergio Velasco;
Diane Vergnaud; Lynn Villacorta; Valeria Von Blumbal; John Woodall; Veronika
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Wodsak, Hiroshi Yamabana. We are grateful for tbeoeal collaboration of Frances
Papazafiropoulos for the 2006 version and Ksengddpevic Bovet for the 2008 version
of the paper.

Special thanks are due to Arthur van de Meerendonkis contribution to the technical
preparation of this second version of the paper.

In August 2006 the ILO circulated a preliminary sien of this paper (ILO, 2006a) for
consultation among constituents. A number of irtirgils and institutions have responded
to the invitation to submit comments, including MiReter Bakvis (I-TUC), Mr. Brent
Wilton (IOE), Mr. J-F. Retournard (ILO ACT/EMP), M€arol Beaumont (NZCTU) and
Mr. Chiel Renique (VNO/NCW); comments have beenenssd from officials
representing the governments of Burkina Faso, Rihld&rance, Gabon, Greece, India,
Lebanon, Mauritius, Mexico, Morocco, the Netherlgndaudi Arabia, Switzerland,
Tunisia and the United Kingdom as well as sociatrgas in Finland, Greece and India. In
addition, we sought feedback on the overall apgragithin the framework of a series of
regional, tripartite social security meetings higidrespectively, Latin America, the Arab
States and Asia during 2007 and early 2008. Momedke policy visions expressed in the
paper have already been reflected in the conclssainthe Regional ILO Meeting in
Africa in 2007. Annex 2 provides a summary of tbenments thus received.

We have done our best to reflect most, if not allthese comments in this updated
version. However, it must be stressed that thisspdpcuses on a new social security
policy vision for the Campaign. In developing thé&ion, we touch on a wide range of
issues, including the interaction between socialisty and the economy, the role of social
security in development and the concrete activiiéshe Global Campaign. All these

topics have been explored in depth in a numbeeaént or forthcoming ILO publications

or Governing Body papers and will therefore notliseussed again in detail in the present

paper.

We are looking forward to reactions from many monerested people and to a lively
debate. After all, it is through such debate anwstroctive discourse that we shall find the
way forward.

Michael Cichon Krzysztof Hagemejer
Director Policy Coordinator

Social Security Department
International Labour Office
Geneva, 2008
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1. Introduction and summary

This paper seeks to explore the framework withinictvhthe International Labour
Organization (ILO) may develop and promote in thedram-term future an approach to
social security policy that is at once principlgdactical and responsive as well as being
firmly grounded in the Organization’s constitutibmaandate, its international standards
and the policy conclusions of its Governing Bodydathe International Labour
Conference. The most important points of referemee firstly, the Conclusions of the
89th Session of the International Labour Confereinc001 (see Annex 1), when the
mandate for the Global Campaign to extend socialr#ty to all was articulated (see ILO,
2001), and, secondly, the Declaration on Socigickifor a Fair Globalization, adopted by
the International Labour Conference at its 97ths®asin Geneva in June 2008 (ILO,
2008a). In keeping with the multidimensional nataféhe issue, these conclusions touch
upon a range of aspects of social security anglése in the broader picture of social
issues. These include the character of social #g@s a basic human right, the manner in
which social security contributes to the Decent KVéigenda, the current and future
challenges — both economic and demographic — ti@alssecurity needs to address, and
the linkages between social security and econostibpnance.

The basic message of this policy briefing is strfiyward. Social security — broadly, a
system of social transfer benefits — representsadrtee most effective tools to combat
poverty and vulnerability that any society hastatdisposal. It should also be seen as an
instrumental investment in the social peace thatans indispensable condition for
sustainable economic development and, furthernaweane that is essential to unlocking
the full productive capacity of individuals. Socisécurity is a social and economic
necessity.

We will also show that some form of social secuidtyaffordable at virtually any stage or
of economic development. No society — or hardly arig too poor to share. The Global
Campaign and its mandate thus have an unquesteonatral dimension, reflected in the
status of social security as a human right.

In this paper, we will therefore make the case docial security in moral, social and
economic terms. In addition, we shall counter vigmty the argument that it is not
affordable.

The best estimates indicate that at present ndhass80 per cent of the global population
lack adequate social security. Realistically, edieg social security to all is an enormous
task and can only be undertaken step by step. fanéng point must be the development
of basic, affordable security benefit packages gdatform for reaching out to whole

populations and forming the foundation on whictbtold progressively higher levels of

protection.

This paper makes the case for a development panadftat first promotes the
establishment of a set of basic social securityrantaes; these then form the basis for
more extensive security systems that each couminyadford to introduce as economies
develop further and the fiscal space for sociaidfers widens. We present the image of a
staircase, starting at a solid ground floor (theibaocial security package for all) and
leading progressively to higher levels of sociatwsiy, using the fruits of economic
development to provide coverage for as many aslgesss fast as possible, ultimately for
all.

The primary focus throughout must be on social @utes and efficient use of resources —
in other words, enabling individuals and their fi@si to enjoy the social protection they

SSPB 22-12-08



need — rather than issues of organization or gpdiriincing patterns, as long as resources
are not wasted in the process.
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2. The need for social security

It is time for a renewed campaign by the ILO torioye and extend social security coverage
to all those in need of such protection ... in orteovercome a fundamental social injustice
affecting hundreds of millions in member States.

(International Labour Conference, 2001)

A vast majority (about 80 per céjtof the global population live in conditions ofcsal
insecurity, that is, they have little or no accesformal social security beyond the limited
possibilities of relying on families, kinship graaipr communities to secure their standard
of living. Among these 80 per cent, 20 per cent liv abject poverty — the cruellest form
of insecurity.

The first of the United Nations Millennium Developnt Goals (MDGS) is to halve the
global rate of poor households between 2000 an8.2@bre than half of the time span to
achieve this now lies behind us and it seems ghabally, we are not on track. Worse, the
recent increases in food prices, followed now l®y ghthering financial crisis, have had a
dramatic impact that has hit the world’s poorestsimeeverely. In view of these
developments, even the most recent statistics enntimbers of poor have become
outdated. For example, 2007 and 2008 have seen @gbthe sharpest rises in food prices
ever, with the speed of change accelerating thr@@gi82 These price rises represent the
response not so much to climate-related eventexample harvest failures, as to demand
factors, such as higher demand from emerging ecmsomwith populations in China and
India becoming wealthier — and an increased denmartte industrial countries to fuel
their alternative energy programmes. The situdtas been further aggravated by market
behaviour — for example speculative behavidurel Economist2008, p. 30). In the most
recent weeks, this crisis has been greatly exatttigy the turmoil in financial markets,
which has caused many people in the worst-affecbedtries to lose their homes and their
savings and brought a large number of countriesh& brink of recession, with the
potential for many millions to become unemployed.

The Economisputs the matter thus: “Famine traditionally meamsss starvation. The
measures of today’s crisis are misery and malimritThe middle classes in poor
countries are giving up health care and cuttingroeiat so they can eat three meals a day.
The middling poor, those on $2 a day, are pullihddcen from school and are cutting
back on vegetables so they can still afford riceose on $1 a day are cutting back on
meat, vegetables and one or two meals, so thegféamd one bowl. The desperate — those
on 50 cents a day — face disaster” (ibid, p. 11).

! The ILO’s own estimate here corresponds closelyhto estimate of, for example, the World
Bank: “Less than a quarter of the world’'s populatibas access to formal social protection
programs, and less than 5 per cent can rely onatgriinterventions that assist individuals,
households, and assets to manage risk” (IBRD/Wgalak, 2001).

2 The Economisf2008, p. 30) quotes rice prices alone as haviregesl 141 per cent in the first
four months of 2008.

% An initial, rough estimate made by the ILO suggebat the scale of job losses globally is likely
to exceed 20 million before the end of 2009 (IL@d93rRelease of 20 October 2008).

* Quoting a statement by the head of the World Feragjramme.
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If the food crisis alone leads to a 20 per cemt iiscosts of food, this will push around 100
million people back below the $1 per day incomeshold. In a number of countries this
would undo all the gains in poverty reduction thave been made during the past decade
of economic growth. The attention is now focusedeasing the most urgent problems,
which is understandable. However, it has also beleserved that a more structured
approach is required, one that distributes cashfamaol, but above all — in the context of
the multifaceted crisis now facing so much of thald;, an approach that ensures support
to existing social security schemes or establisie@sones where necessary (ibid., p. 11).

It is often suggested, simplistically, that decentployment represents the best form of
protection against poverty. However, not all forofsemployment guarantee an escape
from poverty, and, indeed, having a job certainbgs not mean that one cannot be poor.
Thus the need for effective programmes of sociatgation has by no means diminished.
It is not easy to quantify the proportion of thediking poor” (people who are poor
despite having a job), either in absolute or compas terms, in part because of
difficulties in interpreting one or more povertydis in each country. However, it is clear
that the proportions of working poor in low- anddadlie-income countries, while varying,
have been and remain high. Estimates for 2005 stigjyst the proportion of working poor
at the level of US$1 per day stood at 9 per cent&iin America and the Caribbean, 11
per cent for East Asia, 15 per cent for South-Eesa and the Pacific, 37 per cent for
South Asia and as high as 55 per cent for Sub-8ahairica (ILO, 2007¢} preliminary
estimates for 2006 suggest modest reductions ih ehdhese figures. For individual
countries, the figures may range beyond 95 per ¢kmt example Nigeria (2003)).
Moreover, it should be borne in mind that thesarfg fail to represent the greater number
of the vulnerable — those at imminent risk of fajliinto poverty if hit by ill health,
disability or unemployment.

Others have argued that the benefits of globatimatind economic growth will “trickle
down” to the poorest in these countries. Howeweent studies have provided persuasive
evidence that the poorest have in fact gainee ldtl nothing by means of such a putative
mechanism — even before the advent of the recaese¢scrFor example, in itgorld
Development Report 200he World Bank considered the opening up of coestto
international trade and, after reviewing the litera on the subject, identified and listed a
range of studies that have concluded that the pmadmt effect is one of increasing
inequality. The same report also refers to emgindesia from East and South-East Asia,
including China, India and the Russian Federatiioticating that income inequality rose
dramatically during the 1990s (IBRD/World Bank, 8p0with — as in the case of China,
for example — little benefit accruing to the poownhi external trade. Moreover, Chinese
provinces where income inequality was relativelyhhsaw the least impact from economic
growth on poverty (Chen et al., 2007). New polidesedistribute some of the gains from
the winners to the losers are called for (Topalo2@05). In discussing the social
implications of economic growth for China and Indéjoint IBRD/World Bank report
(Winters and Yusuf, 2007) argues that inequalitiest inhibit the access of the poor to
economic resources and lead to corruption and Isex@usion pose a risk for economic
growth in the near future. Concerning Africa, itsHaeen observed that the growth rate
required to reduce the number of poor in sub-Sahafaca by 50 per cent would be 28

>  Figures from (ILO, 2007c) derived from World bankPovcalNet (see
http://go.worldbank.org/NT2A1XUWPO)

® The World Development Report 20@®ints to studies that have found that the grosigsticity

of poverty reduction is inversely related to irfiiiecome inequality. This means that countries with
a high initial income inequality — such as Brazile&South Africa, both with GINI coefficients close
to 0.6 — would find no effect from higher econongoowth in terms of a lower number of
households below the poverty line.
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times the historic average GDP growth rate for tlegion (Besley and Burgess, 2003).
The problem may even be worse than official siaistuggest. Research conducted at
UNDP/IPC Brasilia has revealed that growth was fieia¢to the poor in less than half of
the investigated growth spells (237 growth spaits80 countries in the data set) (Son and
Kakwani, 2006).

It is sometimes argued that formal social secutignsfer schemes merely substitute
informal arrangements. In this line of thinkingneform of “social security” (family- or
community-based, perhaps) will be provided in caglesre public arrangements are not in
place, and that there is a need to avoid “crowdintf effects. However, most studies
show that large numbers of individuals or househeldffer when formal schemes are non-
existent or insufficient. Studies conducted in keuh China, for example, show that the
poorest among rural households are unable to inhemselves against adverse shocks
through informal arrangements. Jalan and Ravai{lt899) argue that public action is
essential to implement insurance or other effecpvevision in underdeveloped rural
economies and elsewhere. Moreover, the literatupparts the view that where public
schemes are designed to target specific individaal$ groups, they show by far the
greatest efficiency in targeting and can avoidlto&-in effects that characterize informal
arrangements. For example, it has been found tiatabsence of an unemployment
insurance (Ul) scheme has an impact on househatdatn in South Africa. Individuals
without a job tend to delay setting up a housetodltheir own — sometimes for decades.
The household provides an alternative access twress for those who cannot draw from
a public Ul benefit. The non-existence of formaluirance has a lock-in effect: people are
diverted from urban areas where the chances ofnfind job are best. As Klasen and
Woolard (2000) conclude, this is not only socidliyt also economically inefficient.

Hence there is an urgent need for formal socialrsgdor those who are not yet covered.
We consider examples across the globe, althougbwke care is needed to recognize the
individual characteristics of every country, andparticular the differing impact of issues
on less developed countries as compared with mesesloped ones. Of particular
importance is the need to recognize the way in kviica whole range of countries the
formal systems of social security tend to fail wormeorkers.

The need to extend coverage applies first and foserfo developing countries, where
formal coverage rates are low. To begin with, pemsichemes in such countries tend to
cover a restricted proportion of the workforce. Ezample, in Brazil tax revenue (35 per
cent of GDP) and social spending (more than twahpf revenues is spent on social
transfers) are in line with OECD countries. Despites, income inequality in Brazil is
among the highest in the world. This reflects thet that redistribution occurs within, not
between, income groups (Barrientos and Lloyd-Sle&rl@002; Giambiagi and de Mello,
2006; Immervol et al., 2006).

However, incomplete coverage is a widespread phenom that is seen also in
industrialized countries. Given the fact that @éaproportion of pension schemes provide
benefits on an earnings-related basis, some gwitbsncomplete past work records tend
to fall behind. Notably hard-hit groups include wem(who are often unable, by reason of
long-term family and care duties, to accrue emtidats at the same rate as men), low-
skilled workers and ethnic minoritiés.

Trends in formal social health protection coverageongst countries suggest a positive
correlation between general income levels and the of powerful health financing

" Baskakova and Baskakov (2001), for example, firat the transition towards a multi-level state
pension in the Russian Federation has apparentliemale retirees in a disadvantaged position due
to their shorter work track records; ILO studiesfawon this finding.
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mechanisms based on risk pooling and “third paagnpent” arrangements. In low-income
countries, studies consistently find that the mafmirce of health care financing is out-of-
pocket payment (OOP) by individuals — up to andoloely80 per cent in some countries. In
these countries the formal social health insurameerage — including community-based
schemes — can be as low as 5 per cent or lessit®#sp, there are significant differences
even between various low-income countries, astitisd by a number of African
countries with similar GDP per capita levels buvedging levels of coverage. This
suggests that in many low-income countries thereoissiderable scope to extend health
insurance coverage when the political priorities st in the right direction (ILO, 2007a).

Social transfer programmes are effective in reariireir main target, namely reducing
poverty and, perhaps, compressing income inequdlityindustrialized countries, it is
abundantly clear that higher social expenditurstiengly correlated with lower poverty
rates. Income inequality in the Scandinavian EUntides and the Netherlands (with GINI
coefficients ranging between 0.225 and 0.261) ishmiower than in countries such as
Ireland, the United Kingdom and the United Statebere GINI coefficients are well
above 0.3). Moreover, in recent years the percentdgpoor within the total population
has remained at around 5 per cent in the Scandind&W countries against 11 per cent in
the United Kingdom and 15 per cent in Ireland. tABse countries have high labour force
participation rates, so such contrasts cannotthibwted to differences in the proportion of
economically active persons. The percentage oflighil that grow up in poor households
is around 3 per cent in the Nordic countries, wasriéne corresponding figure is 16 per
cent in Ireland and the United Kingdom and 22 pentcin the United States. The
percentage of elderly living below the poverty linghe Netherlands is 1.6 per cent while
in Ireland it stands at 35.5 per cénvhen these figures are compared with the resources
that these countries spend on social transferspe4ent on average in the Scandinavian
countries plus the Netherlands, against 17 per aerdverage in the three Anglo-Saxon
countries (Adema and Ladaique, 2005) one cannot but conclude that, if sufficiently
endowed with resources, social protection is effean regard to its main target, namely
the reduction of poverty and income inequalityfdnt, research has revealed (Smeeding,
2006) a significant statistical relationship between-elderly poverty rates in a number of
OECD countries and the share of cash social trapsfeenditure in GDP?

Experience with social transfers in developing d¢des is more ambiguous since overall
transfer volumes are comparatively small. Howeseme basic social protection transfers,
such as benefits of social health insurance anit loas-contributory pension schemes,
have proven to be potent means in the fight agg@aoserty. lll health is, in general, the

main driver of poverty: not only does it lead tghicosts — e.g., in the form of user fees —
but it is likely to impact significantly on incomgeneration. It has been observed that
social health protection can effectively addresaltheelated poverty if benefits are

adequate and affordable (Scheil-Adlung et al., 2006

8 These figures are from the OECD Social Indicamasabase. Figures from the Luxembourg
Income Studies database provided by Smeeding (28@6) to the same differences between these
countries.

° The figures represent net direct public socialesditure. Apart from public schemes, some
countries operate private social insurance scheifi@s. is the case, for example, in the Anglo-
Saxon countries but also in the Netherlands. Déffees between countries in terms of their total
social expenditures are therefore less than thégpfigures suggest. It appears however, from the
listed figures in the main text that representriaero social impact (in terms of poverty reduction)
that these private schemes do not target as wétegsublic schemes do.

10 with R? = 0.6099.
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Recent experience with modest universal pensiotesgsin a number of developing
countries has also shown positive poverty-redueifigcts for whole families. They not
only provide benefits for the old and disabled laso give a role to this often
disadvantaged group — whose status in familiesrématly enhanced through the cash
income they receive — as effective agents of sdcaasfers for whole families. Pension
recipients redistribute cash income in the houskHalance school fees and medication,
etc. (see HelpAge International, 2004). Strong ewvi@ of positive experience comes from
a number of countries, including Brazil, Mauritiudamibia, Nepal, South Africa and
Zambial! It is calculated that such a benefit in most coestwould cost between 1 and 2
per cent of GDP or between 5 and 10 per cent admedtbudgets (see Pal et al., 2005). For
many countries, implementing this benefit wouldabéast first step towards attacking a
chronic poverty pocket. Another ILO simulation edise shows that even a very modest
universal pension, costing about 1 per cent of GB&Jld reduce the poverty gap in
countries such as Senegal and the United Republi@anzania by more than 20 per cent
(see Gassmann and Behrendt, 2006).

The 2004 tsunami in Asia and more recently theitames in northern America have
demonstrated the importance of public social sgcud including not only easily
accessible health care but also social securitly tassfers in case of death, disability or
unemployment — in coping with consequences of smelss natural disasters. Victims
suffer badly if these transfers are not in pladeese events have shown once again that
social security is also an important foundatiorsofial cohesion. If systems fail in such
situations, the trust people may have in the imstihs is undermined and the ability of any
society to cope with other crises deterioratesitiagmtly.

Social security is by no means a marginal needegple. Human beings are by nature
risk-averse and place a high value on safety amdritg “People desperately want
security — at work, in the family and in their naigpurhoods. They hate unemployment,
family break-up and crime in the streets. But thdvidual cannot, entirely on his own,
determine whether he loses his job, his spousésowndllet. It depends in part on external
forces beyond his control” (Layard, 2005, p. 7)elifey secure is strongly related to the
trust people have in other people, in their commyyim their society and in its institutions.

An important dimension of overall human securitye®nomic security — and one of the
main aspects of economic security is income sgcdritome security is about living in a
situation in which basic needs, such as food, Imgdiealth care and education, can be
secured in an uninterrupted way. This requiresombt having a source of income that is
both adequate and regular but also being assurdteaxistence of income replacement
mechanisms if something unexpected happens tethdar source of income (e.g., loss of
a job or livelihood due to sickness, disability,eamployment or natural disaster) or if
unexpected needs that are impossible to meet frymiegular source of income, arise on
account of death, sickness or other family-relatedhatural events. These mechanisms
should be able to provide income replacement teecthe emerging income gap and/or to
guarantee access to goods and services necessaegtohose unexpected needs.

Even in countries with established market econortiiese is overwhelming support for
national social security systems. When European8Qincountries were asked in the
Eurobarometer survey (European Commission, 2009Y1ay-June 2005 to name what
they considered the most positive economic concégsial security” ranked first (72 per
cent approval), closely followed by the terms “camy’ (71 per cent), “free trade” (70 per
cent), and “competitiveness” (69 per cent); the tmpegatively rated terms were

1 See: Schwarzer and Querino (2002); Duran-Valvéaf®?2); Bertranou and Grushka (2002);
Barrientos and Lloyd-Sherlock (2002); Schleber@®0gQ); Bertranou et al. (2004).
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“monopoly” (18 per cent approval) and “protectionis(33 per cent approval). Most
interestingly, “globalization” had a 37 per centpegval rate. Although people
overwhelmingly support market economies, they stehmave a pragmatic understanding
that market economies require a strong social ggcaystem. In the United States,
AARP/RTV and Joint Centre for Political and Econorfiitudies (2005) found that two-
thirds of the public favour keeping the social s#gyprogramme as “close as possible” to
the current system. In developing countries, pemgard public support as essential in the
event of certain contingencies. In South Africa; é&xample, about two-thirds of the
population expressed approval of full public supporthe case of old age, invalidity, ill
health and unemployment. Similar figures have besgistered in studies in Ethiopia,
Guijarat in India and (to a slightly lesser exténfjonesia (ILO, 2004).
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3. Therights and principles underlying social security

Everyone has the right to a standard of living adste for the health and well-being of
himself and of his family, including food, clothitgpusing and medical care and necessary
social services, and the right to security in therg of unemployment, sickness, disability,
widowhood, old age or other lack of livelihood ircamstances beyond his control.
Motherhood and childhood are entitled to speciakcand assistance.

All children, whether born in or out of wedlockaditenjoy the same social protection.
(Universal Declaration of Human Rights, United a8 General Assembly, 1948)
Social security is a basic human right.

(International Labour Conference, 2001)

In order to capture adequately the scope of thesumea and provisions for discussion, this
paper is based on a broad understanding — rather dhprecise definition — of social
security as:

the set of institutions, measures, rights and @ians whose primary goal is to
provide — or aim to provide — according to spedfieles, income security and medical
care to individual members of society.

This formulation may be interpreted in relatiorstieties — nations — as a whole, to social
groups and to both formal and informal economies. & operational level, social
protection or social security systems may theretf@@nderstood as incorporating:

m  those cash transfers in a society that seek t@id@oincome security and, by
extension, to prevent or alleviate poverty;

m  those measures which guarantee access to mediegl leealth and social services;
and

m  other measures of a similar nature designed ttegtréhe income, health and well-
being of workers and their families.

From a global legal perspective, the recognitiorthaf right to social security has been
developed through universally negotiated and aecefstruments that proclaim that
social security is a fundamental societal righivtoch every human being is entitled. This
principle is laid down in, inter alia:

— Articles 22 and 25 of the Universal DeclaratidiHoman Rights; and

—  Article 9 of the International Covenant on Ecompnsocial and Cultural Rights.
Social security as a human right is part of the’d_@andate and is enshrined in a series of
ILO Conventions; most prominent among these is 8uxial Security (Minimum
Standards) Convention, 1952 (No. 102), which bec#meblueprint for the European
Code of Social Security and is referred to in otlegional instruments, such as:

— the European Social Charter;

— the Treaty of Amsterdam of the European Uniomt an

— regional instruments being developed in Africd &atin America.
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The right to social security has been recognizea inumber of countries as a right
protected by the Constitution itself; this is trese, for instance, in Brazil, Germany and
India.

The universal, regional and national perspectiestamly reflect the thinking, instruments
and documents that have been developed and promdgtieid the ILO itself. The ILO
Constitution, the Declaration of Philadelphia andren recently the Resolution and
Conclusions concerning social security, adopteth@t89th Session of the International
Labour Conference in 2001, have all confirmed thdichtion of ILO member States to
social security as a fundamental basic human rigitt their commitment to “... the
extension of social security measures to providesic income to all in need of such
protection and comprehensive medical care”. The airthat mandate has now been
renewed by the Declaration on Social Justice fdfaa Globalization, adopted by the
International Labour Conference at its 97th Sessiqtune 2008. This perspective implies
that any State that has decided to become a mavhbiee United Nations and the ILO has
the general and fundamental legal obligation toipytiace decent social protection for its
people.

Within this broad framework of human rights, a nembf principles may be distilled from
the 2001 Conclusions to provide the foundationtf@ approach to the ILO’s work in
social security in the forthcoming years, as presgm this paper:

»  coverage should be universal and benefits adeguat

* the State bears the ultimate and general redmbitysio guarantee a framework of
good governance and the assurance that benefitsenplaid as and when due;

e social security should be organized on the bakisocial solidarity between, inter
alia, men and women, different generations, thesad out of work, and the rich and
poor;

e social security systems must be sustainable;

*  the rule of law must prevail at both national amernational level.

In support of these specific principles, wider hglks are also needed in addition to:
» the principles enshrined in the ILO legal instants;

» the further principles enshrined in the concepDecent Work, the promotion of
which will in addition ensure linkage with all othé.O activities, in particular
employment generation;

» strong and well-functioning social dialogue, itwing social actors, specifically the
ILO’s social partners, in building and managingiabsecurity policy.

This set of principles and linkages — together vetime considerations reflecting both
common sense (e.g., the need to ensure the mustetf effective and corruption-free use
of social security funds) and the ILO’s wider matedémost importantly, the need to
mainstream gender considerations) — provide thendation for the more detailed
presentation of issues in the following chapters.

The overall objective of the ILO is to seek sogistice worldwide through the promotion
of decent work for all — and one of its principatams of action to achieve this goal is the
setting of international labour standards. This)déad-setting activity reflects the world
community’s conviction that social justice has t® dealt with collectively and that it
should not be left to accidental bilateral agreesdoetween States. The standards

10
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themselves serve as guidelines or benchmarks éoadbption of national social policies;
most importantly, once a member State has ratdieihternational labour Convention, it
undertakes to make it binding under national latan8ard setting is therefore a potentially
powerful instrument in global social policy. In atish, the ILO mandate clearly requires
that the assessment of social security policiesildhioe multi-dimensional, reflecting not
only rights and standards-related aspects, butthdse relating to finance and economics.
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4. Resources are available: No society is too poor to share

In the foregoing chapters we have shown the uraersed for social security provision
and noted that social security is established basic human right. We now take up the
guestion posed at the end of the Chapter 3:

One wonders: Why, then, are so few people covered?

It may seem that the available resources are peshapufficient; or, thus, that we first
need economic growth before social security can flilly established.This is a
misconception. In the next two chapters, our objeds to show, firstly, that resources can
be more readily found than is often assumed andonsiy, that — far from being
negatively correlated — countries can and do beimeferms of productivity and economic
growth in parallel with the provision and developmef effective systems of social
security.

With respect to developing countries it has begued that labour standards in general,
and public social protection schemes in particure unaffordable until a higher
economic level has been attained. These counti@gshm advised, and perceive, that they
gain a comparative advantage in the environmegtatfal competition, which they do not
then wish to sacrifice at too early a stage. Theesarguments have been voiced in the
industrialized countries. Competition from low lalbacost countries allegedly precludes
any advance, or even maintenance, of their labadr social standards (Sengenberger,
2005, p. 9). The findings of most recent studiesydver, indicate that countries can
reconcile sound macroeconomic performance withagueble social models — open
market policies could not be successful withoutqaée social arrangements that can
accommodate the potentially adverse social consegse for some, of these same market
policies. Open economies tend to have more extensielfare state arrangements.
Globalization in itself does not force governmemotsut back social expenditure.

The ILO has conducted a number of studies whichcatd clearly that developing
countries can afford to build a comprehensive, éf/dasic, social security package. It is
calculated that an appropriate package of basiefliemay be provided in most countries,
typically starting with a universal pension or st@ssistance scheme, at an estimated cost
of between 1 and 2 per cent of annual GDP, or baiwe and 10 per cent of annual
national budgets (see Pal et al., 2005). Implemgrdgich a benefit package would be a
rapid first step towards attacking chronic poveny these countries. Another ILO
simulation exercise shows that providing even a vaodest universal pension, costing
about 1 per cent of annual GDP, has the potertiabduce the poverty gap in countries
such as Senegal and the United Republic of TanZaypianore than 20 per cent (see
Gassmann and Behrendt, 2006). Likewise, a socsl tansfer scheme (a means-tested
social assistance programme) piloted in a numbelistficts in Zambia starting in 2003,
has proved to benefit significantly the individualed communities targeted.
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Can developing countries afford to eliminate the social security deficit? Can they afford not to do so?

A recent ILO modelling exercise has demonstrated that basic social protection benefits are by no means
out of reach for low-income countries in sub-Saharan Africa and Asia, even though some international
assistance may be necessary for a transitory period in some (ILO, 2008b). The study covered seven
African countries (Burkina Faso, Cameroon, Ethiopia, Guinea, Kenya, Senegal and the United Republic of
Tanzania) and five Asian countries (Bangladesh, India, Nepal, Pakistan and Viet Nam). The cost of a
basic social protection package was assessed, including a universal old-age and invalidity pension,
universal access to basic health care and a universal child benefit. The main assumptions (for illustrative
purposes) were:

+  Basic old age and invalidity pensions

Benefit at the rate of 30 per cent of per capita GDP.

*+  Child benefits

Benefit at the rate of 15 per cent of per capita GDP for the first two children under age 14 in a household.
+  Social assistance

100 days guaranteed employment at a wage of 30 per cent of per capita GDP for a maximum of 10 per
cent of all people of active age.

+  Essential health care

Annual per capita costs based on the benchmark professional staffing ratio of 300 persons per one health
professional (approximately the staffing ratio of Namibia and Thailand).

The results of the projection show that a modest basic social protection package or at least substantial
parts thereof would be affordable for low- and middle-income countries. Expenditure on the basic benefit
package could be kept at around 7 per cent of GDP in Nepal and below 5 per cent of GDP in Bangladesh,
India, Pakistan and Viet Nam. The results show a generally lower level of relative cost in Asia as compared with
Africa; this largely reflects lower demographic dependency rates in the Asian countries.

Box figure 1.  Projected expenditure on basic social protection benefit package, selected countries
in Africa and Asia, 2010-30
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Source: ILO calculations.

If after some fiscal reforms the Asian countries were able to use about 20 per cent of their revenues to
finance the basic benefit package, full domestic financing for the complete benefit package would be
possible in two out of those five countries. In the other countries the financing gaps during the next two
decades might necessitate a gradual introduction of the benefit package, some budget support from
international donors or the increase of the resource base for the national social budget. The latter could,
for example, be achieved through the introduction of a health insurance system with a broad population
coverage.

14
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Box figure 2.  Projected share of total cost of basic social protection package that can be covered by
domestic resources equivalent to 20 per cent of government expenditure, selected
countries in Africa and Asia, 2010-30
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The impact of such a basic benefit package in tefhpoverty reduction may be dramatic.
Figure 1, based on the results of a distributi@malysis (Gassmann and Behrendt, 2006,
pp. 47-49), shows that the combination of a modash benefit for children and a modest
pension, which could be an “entry level” benefitckage for poorer countries, could
reduce the poverty head count by about 40 per eeat major contribution to the
achievement of the first MDG. The cost of this sebenefits would not be expected to
exceed about 4 per cent of GDP.

Figure 1.  Poverty-reducing effects of child benefits and pension benefits with regard to the food
poverty level in Senegal and the United Republic of Tanzania
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The costing exercise described here uses a statiomic and fiscal model (i.e., a simple
assumption that “all other things remain equal’yides not take into account the potential
dynamic effects of a basic social protection paekag the levels of national growth.

There are in fact reasons to expect that net dasdrty investments in a basic set of social
security benefits may be zero or even negativeh Wit direct costs being offset by
positive economic returns. The potential may hesitlated by a few examples taken from
actual, “real world” experience (see DFID, 2005, pp, 17):

*  The Oportunidadesprogramme in Mexico, which provides basic condiibcash
transfers, has been shown effectively to bring alaoreduction in sickness days of
adults by about 19 per cent, a major productivitgip

* In Bangladesh, the ongoing cash-for-educatiogramme is expected to increase the
potential lifetime earnings of beneficiaries byestimated proportion of 25 per cent,
again an indication of a major productivity gain.

If we assume conservatively that such productivityeases, linked to basic social security
schemes, have no greater effect than an increaseciall levels of GDP by 10 per cent,
then even the most modest schemes should quickljopahemselves. In the long run, the
resulting tax revenues may be expected to incriabee with growth, thus creating the
fiscal space that is needed to finance the bendfits key requirement is the political will
to invest in social security, together perhaps vgittme modest reallocation of public
expenditure, investments in improving the mechasifon tax and contribution collection,
and/or mobilizing some additional resources thromglv public finance mechanisms.

It will obviously not be feasible for every countty extend the fiscal space for social
transfers easily in the very short run. Each casstrbe analyzed in detail. However,
Figure 2 shows that “policy space” available faraficial manoeuvre may be wider than
often assumed. The figure graphs two statistigsnéional public expenditure, and (b)
public expenditure on social protection and heélththe IMF definition), in each case

measured as a percentage share of GDP, againGDReper capita figure, for a range of
countries for years around the period 2000-05. lifear regression lines for these two
statistics are shown and can be seen to be almaoatlgd. This is not surprising in itself;

both types of expenditure are expected to incr@asiee with national GDP per capita.

However, it is perhaps even more interesting tceplesthe cloud of expenditure levels
around the regression lines.

The conclusion to be drawn from this analysis & tivhile countries may share similar
levels of GDP per capita, they are in a positionete@rcise a substantial degree of
discretion firstly with regard to the level of oadirpublic expenditure and, secondly,
within that envelope, to the share of public researallocated to social expenditure.
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Figure 2.  Total public expenditure and social expenditure at different levels of GDP per capita, selected
countries, around 2000-05
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This in turn shows the significance of differentlifical decisions in regard to the
financing of social security systems, and the sdopenegotiations between the various
stakeholders in the public expenditure portfoli@ck country must find its own fiscal
consensus. Table 1 sets out a fairly typical examgésigned to illustrate in outline the
framework in which this process takes place. Tharés, derived from studies carried out
for Nepal, relate to the proposed adoption of aicbascial security benefit package
(comprising newly introduced benefits for childreonditional on school attendance, and
social assistance for the unemployed, together thigh upgrading of existing schemes
providing health services and the reduction of tbérement age of the universal tax
financed pensions) and show that the package wagdire a total flow of resources
representing about 4.1 per cent of annual GDP. fabée shows how that additional
resource requirement could be financed: it wouljuire the reallocation of a part of the
existing social expenditure towards a basic s@a&alrity package, an increase in the taxes
on goods and services by 2.6 percentage poinisicegase in effectiveness of income tax
collection by about 10 per cent, and the introductdf a health insurance contribution.
There would remain a small additional deficit, ors@ale which could be covered in
principle by some degree of external, donor support
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Table 1. Financing a basic social protection package in Nepal - a tentative scenario

Gross cost In percent of GDP
Universal pensions 0.8
Basic health care 1.5
Social assistance 0.6
Child benefit 1.4
Administration cost 04
Total cost 4.7
Potential domestic financing 4.1
Existing basic social expenditure 14
Increase taxes on goods and services (2.6% points) 1.0
Increase collection of income tax 0.2
Health insurance contributions 1.5
Deficit -0.6

Few countries in the world are poorer than Nepad, studies provide convincing evidence
that the resources necessary to finance a basial smrurity benefit package can be
realized in most, if not all, national circumstasicéll societies have some resources to
redistribute to those most in need, and no soei@iyhardly any — is too poor to share.

The answer to the question with which we begandhapter seems, however, to lie in a
prevailing economic paradigm which focuses on aumed “trade-off” between equity
and efficiency. Chapter 5 will discuss this issueniore detail.
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5. Social security and economic performance

Undoubtedly, if any national system of social ségus to be effective it must carry out,
either directly or indirectly, the allocation ofs@gnificant proportion of the national GDP.
The question is raised, therefore, as to whethemtin derived by the country from the
existence of the system justifies what is perceigetle a substantial economic cd$tn
times gone by, the assessment may well have bedneast in the more economically
developed countries — that the gain in welfare sesmlf-evidently justified the financial
costs. In more recent times, not only do such apsans rarely escape challenge, but the
measurable financial costs are increasing, not ieathe light of the health and pension
needs of ageing populations. Some have arguecdktbansive welfare state regimes have
led to labour market rigidities, losses of economielfare (due to microeconomic
behavioural responses) and excessive administratists, while others have argued that
too great a role for the “welfare state” may redtlee economic advantage of individual
risk-taking enterprise, or hamper economic restming.

The framework in which social security policy isvdped is therefore one in which
policy-makers are challenged to assess social igecsimultaneously with economic

ones. This may be addressed in a variety of waysweder, with the increasing

availability of statistics in the past decade andhadf, we are able with increasing
confidence to make a judgment based on real evedd®esearch — relating specifically to
the EU countries to date — indicates that many s if not most, have succeeded in
maintaining high-quality social security schemed ahthe same time performing well in
terms of economic growtf?

It is therefore warranted to conclude that in tgalere need be no trade-off and that at
least some countries can and do achieve sound mioperformances while maintaining
an effective social “model”. The analysis, howevakes us further: not only can countries
reconcile sound macroeconomic performance withasuwesble social models, but they
must, indeed, implement adequate social arrangemaevithout which open market
policies would be unable to absorb the adverseerprences of these same open market
policies and in the long term could not be suceg¢§fanoy and Smith, 2006).

In the absence of suitable statistical data, theup in developing countries is less clear,
but there is no reason to expect less favouralgerence in the long term than that of the
industrialized countries. Recent research in Intha,example, has found evidence that

12 There are a variety of ways in which we may seekeasure the achievement of societal goals
against economic costs, actual or perceived. Famele, a number of commentators have
addressed the question in terms of a trade-off detequity (of relative incomes) andconomic
efficiency such a debate was begun in academic terms, fomge, by the publication of a paper
entitled Equity and efficiency: the big trade-pfby Arthur Okun in 1975. A slightly different
approach seeks to assess equity against ecorgmmigth In this chapter, since the focus is on
social security, we address the question in terithe ability of a country to achieve welfare
objectives simulaneously with, specifically, econogrowth.

13 Cichon and Scholz (2006) and van de Meerendori ¢2007) review the literature of the past
15 years dealing with the impact of social protatifand social insurance schemes in particular) on
economic performance.

14 sapir (2005). More recently, Canoy and Smith (J0@éve argued that one should not be too
optimistic in expecting that EU countries can cageeto the Nordic model. However, as the
authors argue, it is possible for countries to nmoide their welfare state institutions and to achie
more efficiency — without sacrificing social objeets — in their own manner.
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overall expenditure on social protection — measonat a long period, 1973 to 1999 — had
a significant and positive impact on economic gro@ustino, 2007).

Trust and social capital Provided that they are well designed, social quiidn
programmes have a direct “static” impact in terrhgaverty reduction. However, in a
more indirect “dynamic” sense, social protectioagrammes also benefit productivity in a
variety of ways — for example, through reducingpogventing social exclusion, through
relieving constraints that often prevent the depelent of small or individual enterprises
and, most importantly, through helping to enhanemédn capital in the form of a healthy
and educated workforce. Conversely, a range ofiefuich the past 15 or so years have
looked into the “black box” of channels through ahialack of social protection impacts
on economic performancg. An important mechanism relates to capital market
imperfections — specifically, credit or other coasits may prevent the poor from
undertaking an efficient amount of investment. Schstraints may be financial in nature,
but equally include issues of non-access to centesources or provisions. Examples
include restrictions on the exploitation of aralded, limited access to health facilities,
and lack of access (for children, particularly oopfamilies) to education, which has been
shown to have an adverse impact on future potetdlabur productivity and hence
economic growth (Perotti, 1996).

Nevertheless, the notion has persisted that fort wmsntries and in general, the cost of
social security “must” have an adverse impact amemic performance, as measured by
rates of economic growth, despite the failure afiss to find statistical evidence for this
supposition®®

This does not mean thahore social transfers are conducive to enhanced ecanomi
performanceall the time and under all circumstancd3esign matters, of course; benefit

schemes (and, where relevant, the incidence of ¢ar) certainly have an impact on

economic incentives.

What does this indicate for developing countri€®?er the past decade an increasing
number of initiatives have been taken and studiellighed, showing a variety of
remarkable outcomes.

Most developing countries suffer from imperfect it@pmarkets that inhibit or prevent
borrowing by the poor. The absence of credit resultthe need for inefficient and costly
consumption smoothing mechanisms and restrainpdbe from investing in productive
personal development in the form of education aatichealth. Cash transfer programmes
in Ethiopia, for example, have increased accessomal services and led to higher
circulation of cash, resulting in increased conimeti and local trade. In Brazil, the
introduction of an unemployment insurance scheme hed a remarkable and crucial
impact on the transition into self-employment — iheome transfer provides the required
capital, and instead of acting as a disincentivevook, these resources are used to start
alternative economic activities (Cunningham, 20@0)similar picture emerges from the
review of a number of social protection programimel®ow-income countries, which finds
little or no evidence to indicate any adverse im@di¢hese social transfer programmes on

> For example, Aghion and Bolton (1992), Galor arar& (1993), and Saint Paul and Verdier
(1996).

'8 In addition, many countries have combined soubdua market outcomes — such as high labour
force participation and low unemployment rates -thwhigh GDP shares of public social
expenditure.
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work incentives (Barrientos, 2006). Other recent studies support the accumulating
evidence on the positive effects of income trassfardeveloping countries in terms of
productivity and growth. In particular, with respeo increased school attendance and
improvement in health conditions, there is solitexce of the beneficial impact of cash
transfer programmes in a range of different coastt}

A series of empirical studies on South Africa pdavievidence that social assistance
expenditure has promoted investment, economic ¢r@md job creation, and that these
expenditures have improved the trade balance. lomare households spend relatively
high proportions of their income on domestic goadd services, hence an increase in their
income tends to favour domestic industries. Moreoteere is an evident impact on
education, in particular on the school enrolmentgafs. This leads in turn to an
increasingly productive labour force and a highBPR&rowth rate (Samson et al., 2004).

In summary, the experiences noted in this chapdee tbeen distilled from an extensive
ILO literature review of studies on the impact ofcigl security schemes on economic
performance. Detailed knowledge in this field haswag neither quickly nor uniformly
across countries, reflecting in part the limitatiaf statistical data. We note that caution is
needed in some aspects of the interpretation (eallekerendonk et al., 2007), reflecting
firstly the fact that social transfer schemes cawmehimportantdynamicand relatively
complex effects on economic variables and, secoflidtjtations as to the extent to which
observations and conclusions regarding the weltat debate in industrialized countries
may be translated to the different economic andatamntext of the less developed
countries. Nevertheless, a strong consensus igyckemerging that well-designed social
security systems and sound economic performanceaodndo coexist. In fact, it is
increasingly evident that adequate social secusitpy no means the consequence of
economic growth — it is a necessary condition tioeee

' For example, th®ono Solidarioprogramme in Bolivia lifts credit constraints fthre poor and
stimulates investments in agriculture. In Nicarggha Red de Proteccién Socigrevents a steep
asset fall for farmer households in times of unekge drops in coffee prices.

18 Compiling a full list is beyond the scope of tipiaper. Of particular interest, however, are the
studies done by Freije et al. (2005); Morley anda@o (2003); Rabbani et al. (2006); Schubert
(2005); Chetty and Looney (2006); Samson et al022@004); Adams and Kebede (2005).
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6. Historical perspectives and new developments *

Long experience in OECD countries has shown theiabsecurity is a powerful tool to
alleviate poverty and inequality. It is estimatbdttthe rates of poverty and inequality in
many OECD countries are nearly halved, by compangith the levels to be expected in
the absence of such schemes. There is no succeskfatrialized country in Asia, Europe,
Oceania or North America without a fairly extenss@cial security system. There has
been widespread consensus in most industrializedtdes that the social protection of
their populations should be improved as societiesygnore prosperous. Over a period of
many decades and until recently that principle waghtly, unquestioned. Many of the
most successful economies in the world, such asmiagdn France, Germany, Norway,
Sweden and the Netherlands, at the same time havddghest levels of social expenditure
when measured as a percentage of GDP, generallyrdimg to between 25 and 30 per
cent of their respective national incomes. Thesen@mies are also traditionally open
economies, having been subject to international pstition for many decades, if not
centuries, and long before concerns became focosedhe issue now described as
globalization. They also share a common experiéntieat all of them started to introduce
their social protection systems around the enth@mhineteenth century — that is, at a time
they were in fact poor. The provision of sociallségg was and remains integral in every
case to their respective national development jpgmed

The history of social security in the non-indudizied countries can also be traced back to
its origins more than a century ago.

In retrospect, we can identify successive wavegrofiress. Formal social security had
already taken root before the First World War innamber of so-called “pioneer
countries”, mainly in the southern cone of South efica. The first social security
schemes on that continent were inspired by the &iskmn approach. A second wave
came in the 1940s and 1960s, when several coumtridsia and Africa, having gained
independence, adopted social security systemsctiefiethose of the departing colonial
powers. Many countries developed their social sgcgystems using a combination of
programmes that may be characterized as a “BisnagreBeveridge” synthesis. However,
to date most developing countries have failed toeae wide population coverage through
their national schemes.

A third major wave of events began in Chile in g#aly 1980s, with a radical approach
that focused on financial consolidation, individumdcumulation — which effectively

transferred a range of risks to the individual mersb— and the privatization of the
management’ This development triggered a major and at timedtedebate which, in

hindsight, was actually necessary and importanthat it played a significant part in

carrying forward thinking as to the roles and ficiag of social security in the new
millennium. The Chilean model was followed wholly in part by ten countries in Latin

America during the 1990s and later by 14 counirigSentral and Eastern Europe.

9 This chapter is largely based on the backgroundsnand papers for the regional social security
meetings in Latin America, Asia and the Arab Stgtsilable in the regional pages of the ILO
website www.ilo.org) together with material preghfer a new publication of the Social Security
Department of the ILO (see Townsend, forthcoming).

% Most importantly, this change transferred to ifdiial members the risks arising from any
possible decline in investment asset values (abiot@ature of the 2008 crisis). The corollary is
effectively a restriction of the (real) value okthiltimate pensions payable to scheme members,
perhaps deliberately — one line of economic thiglsnggested that the previous (“defined benefit”)
national pension scheme had over-promised benefits.
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Table 2.

A further global wave of review and reform of sclesmaround the world seems now to be
under way, and is probably the most important tie.dslany governments, together with
the other social partners — the stakeholders itaksecurity schemes — are now reviewing
and reconsidering the role of social security itiamal social development. In developing
countries social security is perceived with inciegsclarity as an effective means to
combat poverty, invest in people, and as a mearfadititate and safeguard long-term
economic growth. In many such countries the firsbrgy must be to eliminate the
coverage gap left behind by previous social secaetvelopment patterns. The main tool
for doing so is typically, and increasingly, theeusf tax-financed cash transfer
mechanisms.

Countries including Argentina, Brazil, Chile, Indimdonesia, Mexico, South Africa and
Uruguay, to name but a few, are increasingly tygnio tax-financed cash transfer
programmes in order to address the problems ofusiui from social security. The
objective is to reach and enrol those in the warkpopulation that have so far remained
uncovered, and to provide “social” pensions forsth@mow beyond working age but who
could not build up enough credits through contiitmg for formal entittlement to benefits.
There are convincing examples of success with miadegersal social benefit systems in
Africa, Latin America and Asia. In Botswana, Maiwst, Namibia and South Africa, for
example, basic universal pensions have shown ypespioverty alleviation effects.
Valuable experience has been gained regarding ekenfial role of social transfers in
combating poverty in countries such as Brazil arekigb. In Asia, notable successes have
been seen in the Republic of Korea, which achiduidoopulation coverage for health
care in less than 20 years, and Thailand, whichiegel this in less than 15 years.
Significant progress is being made currently irhdadia and China. All experience shows
that implementing basic social security systembimincome countries makes a critical
contribution to attaining the first MDG of halviqgpverty by 2015.

Table 2 provides an analytical overview of the masiable amongst the diverse range of
cash transfer programmes, both universal and donélt currently being implemented
around the world.

Current, documented conditional and unconditional cash transfer programmes, around 2008

Type of cash transfers Countries Number
Unconditional
Household income support ~ Chile, China, Indonesia (till 2007), Mozambique, Pakistan, Zambia 6
Social pension Argentina, Bolivia, Bangladesh, Brazil, Botswana, Chile, Costa Rica, India, 16
Kiribati, Lesotho, Mauritius, Namibia, Nepal, Samoa, South Africa, Uruguay

Child/family benefits Mozambique, South Africa 2
Conditional
Cash for work Argentina, Ethiopia, India, Republic of Korea, Malawi, South Africa 6
Cash for human Bangladesh, Brazil, Colombia, Ecuador, Indonesia, Honduras, Jamaica, 9
development Mexico, Nicaragua
Total number of countries 30
with at least one
programme

of which in Asia 8

Source: University of Sussex and ILO.

Thus around 30 middle and low income countrieska@vn by now to have at least one
cash transfer programme in operation. One of thst @mbitious national programmes of
implementation is that currently being developednitia. Following a national debate on
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poverty and working and living conditions in théamrmal economy (or, in the usual Indian
terminology, the unorganized sector) the Governnagpointed a National Commission
for Enterprises in the Unorganized Sector. The c@sion’s report, issued in May 2006,
contains, inter alia, recommendations for the ohticdion of a set of basic social security
provisions for the informal economy, to be providddough a (subsidized) social
insurance scheme or schemes providing for basitthheare, maternity protection and
disability and old-age pensions. A framework bith pe supplemented in due course by
regulations which should set out detailed parameter the schemes) has been placed
before Parliament and is awaiting discussion andptah. The potential population
coverage of the new schemes could be between 3D8Gfhmillion people — a major step
forward. In 2008, the Government completed the y@egve “roll-out” across the country
of the National Rural Employment Guarantee Act, ckhguarantees 100 days of work
paid at the minimum wage level to all poor rurabéeholds, having been planned with an
expected outreach of between 80 and 100 milliorplgedn modern terminology this
scheme would qualify as a conditional cash trapnsfiemore traditional terms it could be
described as a form abcial assistance/Vhile commentators have pointed to a range of
limitations of these new initiatives, and even agmbination these schemes can hardly be
expected to reduce significantly the gap betweemdb and informal economy workers,
the approach of the Indian Government in vigorouslgressing the gaps in population
coverage offers an impressive example. Similatg, very recent implementation in the
rural areas of China of a new social health insteastheme, despite modest initial levels
of payments, has brought into social protectionecage several hundred million new
members.

It appears that within the OECD, patrticularly i tlolder” countries, the debate regarding
the updating of social security systems tends tosgdled, often due to disagreements of
an ideological nature; meanwhile, real progressenéf by modest increments — is being
made in developing countries that now seek to myottié old instruments to suit their
national poverty and social development objectives.
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7. Global challenges

Over the last two decades, many commentators hagested that the traditional “welfare
state” as represented in many countries has begemerally “overstretched” and have
considered the implications of this perception i@rms of high and persistent
unemployment and a deceleration of GDP growth. @ékeate continues to date — the
previous chapters have covered the main issues. pasticular factors have, however,
driven the discussion. The first is that gibbalization — the opening up of national
economies to international trade and financial H#owntensified international competition
— or its perceived demands — has led government®tim developing and industrialized
countries to take a very cautious approach to thpleémentation of improved social
provision. The previous chapters have shown thatte national level, the provision of
adequate social security may be expected to havendee positive impacts, both social
and economic, than negative. At the level of irdlil employers and entrepreneurs,
however, the fear that the implementation of pregite social standards will entail costs
and harm actual competitiveness has been pervasie. second factor is that of
demographic transitionresulting in rapidly ageing populations with pEmtages of those
living above the traditional pensionable ages gsinmany cases to perhaps 15 or 20 per
cent. One outcome, especially in the industrializsdintries, has been a level of
continuous pressure on governments to contain @uitpenditure and to scrutinize
existing social transfer programmes. However, imecemerging economies, such as
China, the design of existing social security sob®rhas not easily accommodated the
extremely rapid demographic transition now takingcp. In other countries, social
security systems have experienced difficulty in timgethe severe challenges arising from
the HIV/AIDS pandemic. We focus here on the palticehallenges facing social security
schemes and the latter's ability to maintain adeglevels of provision in, specifically,
their pension and health care branches, withogfetting that parallel challenges arise in
relation to each of the contingencies with whichesnes are designed to deal.

Internationalization and labour market insecurity

International trade and capital flows have intdadifover the past decades. Trade, as a
percentage of GDP, has multiplied between the 1@r@stoday. Countries that opened

their borders for these flows of commodities, s&si and financial resources have

experienced higher growth rates than ones thahalidThis has been the topic of intensive

research over the last decade and the statisticddrece seems to indicate that economic
growth and international trade are correlated positive sensé*

Since virtually all countries participate at leessome extent in the globalization process,
this has created a rapid pace of social and ecancmainge. While the potential benefits of
changes to social security systems may be largealhdndividuals or families have
benefited, and this has generated social tensiexple in many countries have sensed or
even experienced that their employment and soeeiirgy, and with it their general
confidence with regard to their future, is beingaldnged. The public has thus often
perceived international competition asrace to the bottomand this has aroused
understandable resentment and resistance.

While for the industrialized part of the world amiper of welfare gains due to the opening

up of international borders for capital and labdlowws can be identified, in the less
advanced (from an economic perspective) parts ®fwhbrld the economic proceeds of

2L gee, for example, Dollar and Kraaj (2004) and hldc (2005).
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globalization are much less visible. Despite theening to globalization and despite
sometimes high GDP growth rates, real wage and mpant growth rates have fallen
behind. In fact, in some cases the process of opetu international trade has caused
entire industries to collapse. The textile andtalyg industries in some African countries,
for example, vanished in less than a decade, deeiine accelerated by factors such as the
use of these countries as dumping grounds for sielsand clothing from the North
(IBRD/World Bank, 2005).

Globalization has triggered dramatic changes irodabmarkets. In the industrialized
countries there has been a development towdwdklabourmarkets. The upper segment
is characterized by well-paid jobs with — at leastthe surface — sound social protection
against a wide range of contingencies and legdéption in the area of working hours and
dismissal. Large numbers of people, however — istronases less skilled, but also women
and people from ethnic minorities — fall into aretlsegment. In this lower segment jobs
tend to be much less well paid, insecure, sometilmemardous, without much legal
protection against dismissal, and with variable aftdn long working hours. Workers in
this lower segment are more exposed to interndtiom@petition and its side effects. A
similar type of segmentation is also seen in deuetp countries, where the informal
economy could be regarded as the equivalent ofiaiver segment in the dual labour
markets of the industrialized countries; the uppegment or formal economy tends,
however, to be proportionately much smaller thathaindustrialized countries. The ILO
has estimated that, at the end of the 1990s, thee gbf informal employment in non-
agricultural employment was 48 per cent in Nortlrigsf, 72 per cent in sub-Saharan
Africa, 51 per cent in Latin America and 65 per tcan Asia (2006b, p. 28). In this
informal segment working conditions tend to be pramus: workplaces are poorly defined,
work conditions are unsafe and unhealthy, incommedawv and irregular, working hours
are long and access to social protection and tifacilities usually non-existent. Over
the past few decades, areas of economic activigssidled as “informal” have
proportionately expanded rather than diminishedorinal enterprises often provide
products and services in subcontracting arrangesmweithh formal enterprises, not only for
the domestic market but also for international exp&orkers are hired not under formal
contracts but rather as own-account workers. Grgwimformalization reduces the
potential number of people that can be covered rhgittonal insurance-based social
security systems. The establishment in some casntifi export processing zones enjoying
different (“relaxed”) labour protection provisioeempared to the rest of the country can
also be perceived as a sign of gradually diminghéavels of labour and social protection
(Sengenberger, 2005).

The need to provide social protection for migrardrkers, whether these are workers
moving between locations within their home courfsy-called internal migrants) or across
international borders, presents special difficslti#he ILO has estimated that, around
2000, some 175 million people worldwide were liviagtside their country of birth or
citizenship, among which about 90 million were raigr workers (2006b, p. 26). At the
same time, there has been a movement of peoplerfraahto urban areas. Between 1995
and 2005, the share of rural employment in totalldvemployment fell by 3 percentage
points, or around 90 million workers, to about 4€r ment. Together with migrating
dependants, the total number of persons moving fnmal to urban areas might reach a
figure of around 200 million people within a vemw decades. There are obvious signs
that figures will increase dramatically due to tawsban migration in China alone. The
remittances of migrant workers have become the msajorce of income for many families
in a large number of countries, while the extensibtraditional social security coverage
for the migrants and those left behind remains pnthallenge.
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Demographic transition

The driving factors behind global demographic titams are, firstly, steadily increasing
life expectancies in most countries (lower moryaliatios) and, secondly, declining
fertility rates. These factors have manifested seues in the industrialized countries
over the last 50 years or so, such that ageingfeatures high on their political agenda.
However, similar trends are now emerging in theetlgying countries, reflecting the
development of improved health facilities, enhanaedess to clean water and sewerage
facilities, together with public health programmasd above all (with regard to falling
fertility rates) girls’ access to education. Somealoping countries, such as Sri Lanka, are
already close to completing this “demographic titess’' and are experiencing a rapid
ageing of their populations. In others, includimglia, the expected peak of the transition
appears to be some decades in the future, schinaroportion of the population falling in
the productive working age ranges is likely to @ase sharply over the short term, thus
providing at least temporary relief from the futirée of increased relative costs of social
protection, an effect sometimes described as a ¢deaphic dividend” or “demographic
gift”. For most countries, population ageing — wiegtin the near or more distant future —
will pose a major challenge in planning to estdibksistainable pension and health care
systems.

Ageing will certainly drive up expenditures on pens and health care provision in the
decades to come. Public old-age pension spendintpe@nOECD area is expected to
increase from an average 7.5 per cent of GDP ar@20@d to 11 per cent in 2050 (Dang et
al., 2001; European Commission, 2006). That seearsageable, and paints a much less
dramatic picture than is often portrayed. There, drewever, differences between
individual countries. These disparities have lessld with the ageing process itself than
with specific programme characteristics, such as fimancing mix, eligibility and
differences in general benefit levels (European @asion, 2006).

In this regard, it is useful to highlight the distiion between thdemographiadependency
ratio and the“system” dependency ratio. The latter ratio measures thmbeu of
pensioners (receiving a benefit from the pensidres®) in the numerator, against the
number of contributors in the denominator. Whenrthmber of pensioners rises, this will
ceteris paribugrive up pension expenditures. However, the doution rate will rise only
when the number of pension benefit receivers (tithesaverage pension benefit) rises
faster than the number of employed (times the aeerasured wage). The system
dependency ratio takes into account the increasigeimatio of employment to population
and hence reveals the change in the contributiofurding base. Most countries have
experienced a faster increase in their “system mbgrecy ratio” than in their
“demographic dependency ratio”.

However, countries can influence the system depeydeatio. When it is seen that the
balance between outgo (benefits) and income (daritans) in a pension system becomes
unsustainable, there are a number of instrumentsigh which to remedy the situation:
reducing system dependency by extending workieg lbfvering the pension benefit
replacement rates, raising the contribution rdiesadening the tax base, and either raising
taxes or allocating resources from elsewhere inginernment budget. Countries will
have to find their own mix of policy measures twedte the increasing cost of financing
the consumption needs of the elderly and no-loagéixe between different population
groups and different generations. The real or peedeneed for the reform of pension
financing has led to an intensive pension debatiaglthe last three decades.

The majority of countries in the world operate &lpupension pillar in some form, while
a number of them allow (and generally encourage) dievelopment of private and
occupational pension schemes as a supplement tputblec pillar. The difference lies
primarily in the scope of the two pillars (the siethe one relative to the other). During
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the 1990s academic scholars and some internatiwgahizations advocated a shift away
from public to private schemes, from defined bdnefidefined contribution schemes and
from pay-as-you-go (PAYG) to funded scheni&@f\n important aspect of this debate
focused on the impact of various funding mechanismghe fiscal base. There was a
strong conviction that private pre-funded, and Ugudefined contributiorschemes would
be more sustainable, that public expenditure cbeldontained and that non-compliance
would be reduced (due to a stronger link betweentribmtions and accrued benefit
entittements). It was argued that private manageéroéthe funds would lead to higher
rates of return. Last but not least, it was belietleat this shift would increase overall
coverage, including the coverage of the self-enmgdioyn a system which relies on PAYG
financing, ageing has an obvious impact on the rimrion base. However, far less
attention has been paid to the fact that it is Bgueue that in funded systems current
purchasing power is transferred from working getiena to elder retired generations; in
this case the mediating mechanism is the salerdipe fund assets. Accumulated pension
wealth is in effect (gradually) sold to the workirgenerations as they themselves
accumulate pension wealth. In these circumstamssgt prices can be expected to react to
demographic shifts (Heller, 1998; Thompson, 1998gnce, in funded schemes the
contributors face the risk that their accumulatedgon wealth will have less value at the
time of retirement than anticipated. In recent getlrese risks have started to become
apparent in the experience of those enrolled innddf contribution schemes in, for
example, Chile, but will be brought into stark fecas the developing financial crisis
undermines asset values.

Over the past few years, the ILO has undertakeimzber of studies into reformed pension
systems, particularly those in Latin Ameritand the transition countries in Central and

22 The 1994 IBRD/World Bank reporverting the Old Age Crisisvas a milestone in this respect.

% Ministerio de Trabajo, Empleo y Seguridad SodRabspectiva de la previsién social: valuacion
financiera actuarial del Sistema Integrado de Jabibnes y Pensiones 2005-205Berie de
publicaciones de la Secretaria de Seguridad So8MOF, Ministerio de Trabajo, Empleo y
Seguridad Social y Servicio de Actividades Finarase Actuariales y Estadisticas de la OIT
(Buenos Aires, 2005); OlTArgentina: Valuacion actuarial del Sistema Integoade Jubilaciones y
Pensiones al 31 de diciembre de 20@IT, Ginebra, Servicio de Actividades Financieras
Actuariales y Estadisticas, Programa InFocus sBespuesta a la Crisis y Reconstruccién, Oficina
de la OIT en Argentina (Ginebra, 2004); F.M. Bertna (ed.):Cobertura previsional en Argentina,
Brasil y Chile (Santiago, OIT, 2001); F.M. Bertranou, C. Solori&, van Ginneken (eds.):
Pensiones no contributivas y asistenciales: ArgentiBrasil, Chile, Costa Rica y Uruguay
(Santiago, OIT, 2002); A. Arenas de Mesa y P. Beless SalazarProteccion social en Chile.
Financiamiento, cobertura y desempefio 1990-2(%®éntiago, OIT, 2003); F.M. Bertranou y A.
Arenas de Mesa (eds.Proteccion social, pensiones y género en ArgentBeasil y Chile
(Santiago, OIT, 2003); OITEIl sistema de pensiones en Chile en el contextalimuy de América
Latina: Evaluacion y desafioBonencias del Seminario Internacior(@antiago, 2004); M. Nitsch
and H. SchwarzerRecent developments in financing social securitgatin America Issues in
Social Protection, Discussion paper 1 (Ginebra,, QBR6).
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Eastern Europé? These studies have revealed that the outcoméwokform of pension
schemes may in fact (i) reduce the income secofitthose covered when they become
old, (ii) reduce the actual effective coveragehafse previously covered, and (iii) fail to
meet expectations with respect to the increasedrage of those not previously covered
and the expectations with respect to increasesaiiomal savings rates. The ILO’s
concerns have recently received support from tdegendent Evaluation Group (IEG) of
the World Bank. The IEG report on the evaluationtled World Bank’s assistance to
pension reforms concluded, inter alia, that “[tfhés little evidence that privately funded
pillars have succeeded in increasing national ggvar in developing capital markets ...”,
and even stated that “... the Bank’s preoccupatioth viiscal sustainability tended to
obscure the broader goal of pension policy, thattasreduce poverty and improve
retirement income adequacy within a fiscal consttgWorld Bank, 2005, pp. xvi, xvii).

Some countries in Europe have introduced — or aresidering introducing — reforms
similar to those in Latin America, aimed mainlyretiucing future costs of pensions to the
public budgets in the hope that such systems witloarage later retirement. The ILO
studies cited above also point to high and lontrgs transitional costs, high
administrative costs and expected low replacemateisy especially for women or other
persons with short, broken careers and lower insofoe those who — like the self-
employed — are obliged to contribute only a certaim minimum amount). Figures 3 and
4 show expected theoretical replacement ratesefleced EU Member States as reported
in their national pension strategy reports. Froeséngraphs it is obvious that it is not only
the countries that embarked on so-called paradigmeforms that will see replacement
rates go down — unless people contribute signifigdanger on average and retire much
later. From the examples of France and the Czegluliie, it may be seen that even so-
called parametric reforms may reduce future rephece rates quite considerably.

24 E. Fultz: “Pension reform in the EU accession t¢oes: Challenges, achievements and pitfalls”,
in International Social Security RevieWSSA, Geneva, Vol. 57, No. 2, Apr. 2004, pp. 3-%4
Fultz, M. Ruck, S. Steinhilber (edsThe gender dimension of social security reform émi€al and
Eastern Europe: Case studies of the Czech Repuhlingary and PolandBudapest, ILO, 2003);
E. Fultz (ed.):Pension reform in Central and Eastern Eurppéol. 1: Restructuring with
privatization — Case studies of Poland and Hungangl Vol. 2:Restructuring of public pension
schemes — Case studies of the Czech Republic anen&l(Budapest, ILO, 2002); E. Fultz and M.
Ruck: Pension reform in Central and Eastern Europe: Awlatp on the restructuring of national
pension schemes in selected count(isdapest, ILO, 2000); K. Hagemejer: “The transfation
of social security in Central and Eastern Eurofre’. Miller, A. Ryll and H.-J. Wagener (eds.):
Transformation of social security: Pensions in @ahEastern Europe(Heidelberg-New York,
Physica-Verlag, 1999); M. Cichon, K. Hagemejer anid Ruck: Social protection and pension
systems in Central and Eastern EurqBedapest, ILO, 1998).
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Figure 3.

Theoretical gross replacement rates in selected EU Member States: Average earnings, 40
years of contributions, retirement at 65
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Sweden (1): national pension system only; Sweden (2): including occupational pensions.

Source: ILO/SECSOC comparative analysis of data included in national pension strategy reports as available on
http://europa.eu.int/comm/employment_social/social_protection/pensions_en.htm.

Figure 3 encapsulates the emerging new uncertaiigy.general vehicle to accommodate
revenue reductions consists in cuts in benefit I&gvevhich often result in added

uncertainty for those hardest hit by global andomal adjustment processes. Analysts
were already expecting turbulence in national labmarkets — reflecting changing

patterns of work distribution in an increasinglplghlizing labour market — which, coupled

with the global adjustment processes, would leatbtoken” careers for many people.

Such careers may be marked by spells of unemployorgperiods of retraining required

by new labour market conditions. Figure 4 demomssréhat people with broken careers
(i.e., with longer spells of unemployment due, iintdia, to increasing labour market

volatility) will in future most likely face replaceent rates that may no longer meet the
requirements of ILO Conventions. In the light afdncial crisis conditions prevailing at

present, it is to be expected that all of thesdlemges to social security systems will be
exacerbated.

Figure 4.  Theoretical gross replacement rates in selected EU Member States: Average earnings, 30

years of contributions (broken careers)
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Sweden (1): national pension system only; Sweden (2): including occupational pensions.
Source: ILO/SECSOC comparative analysis of data included in national pension strategy reports as available on
http:/europa.eu.int/comm/ employment_social/social_protection/pensions_en.htm.
The main conclusion from the pension debate appedne that (i) ageing will produce a
higher benefit dependency ratio, (ii) the provisiminbenefits for ageing populations is
subject to a range of risks, both financial and agmaphic, (iii) the risks are manageable,
and adequate responses to these risks differ apsosson systems. The practical issue
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then is how to design sustainable pension systdras,s, systems in which the various
risks are allocated amongst the various stakeha@dmups — contributors (workers and
employers), pensioners, the general public — iagpropriate and consensual manner.

Ultimately, the fundamental objective is to achieygimal social outcomes; in the context
of pension policy, this means the provision of tlighest achievable level of income
security in old age. Income security depends odipi@ble pension levels, which in turn
depend on a realistic design of the systems. I& ¢bntext, there are many examples
around the world of schemes which have collapsea @sult of over-promising benefits
(usually in a framework of PAYG financing), an ooitee which is just as damaging to real
income security as is (over-)dependence on theopeance of the capital market in
funded systems. In view of economic and labour eiarksecurity and the impending
threat of increasing vulnerability or poverty, fipgars essential to reinforce the first pillar
of national pension systems, necessarily built @moad foundation of societal solidarity,
while the social effectiveness and economic efficieof complementary (often voluntary)
pillars must be improved in developing and devetbpauntries alike.

Health care issues

Developments in the field of health have a rangenplacts on social health insurance and
other social security financing schemes. In addjtlvealth care issues interact in diverse
ways with other pension concerns. In this papernaed only hint at the variety of issues
of concern in developing overall policy directior@ssseparate paper sets out the specific
policy vision of the ILO’s Social Security Departntan relation to health care (see ILO,
2008c).

One subject area to which we may, however, drawiqodar attention is that of gender;
women workers have specific concerns, most obwoinstelation to maternity protection
but also because their societal role as mothercarads makes it very difficult for many,
if not most of them, to establish a full careerorelc of contributory pension scheme
membership. Social security provision should alsmognize the specific health needs of
children.

Newly identified health threats constitute anotifi@getor that may rapidly change the
demographic environment in which some national adogrotection systems operate, in
particular in developing countries. Amongst coneemtentified within the most recent
decades, HIV/AIDS is perhaps the most acute. Desmpid progress in treatment
enabling long-term survival, this condition impacts social security systems not only
through the direct health-care and medication neédsifferers, but also by distorting the
demographic profiles of the pension and broaderaksecurity schemes to which they
may belong. It should not be forgotten, howeveat tin “old” disease such as malaria,
although less fearsome and generally confinedeéqtiorest regions of the world, has an
even more dramatic effect on population structumesl morbidity structures — and
developing country health systems, unlike thosgeweloped countries, have to cope with
this problem.
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8. The policy vision: A staircase to social justice

There is no single right model of social secufityrows and evolves over time. There are
schemes of social assistance, universal schemgal sesurance and public or private
provisions. Each society must determine how beshsore income security and access to
health care. These choices will reflect their sbaiad cultural values, their history, their

institutions and their level of economic developtmen

(International Labour Conference, 2001)

The framework within which we seek to develop aprapriate policy vision for the ILO’s
Global Campaign to extend social security to allbemnes not only its fundamental
objectives— to address persistent poverty and rising inéiyual but also thechallenges
currently faced by social security systems worldwiid terms of demographic transition,
contemporary social changes and now, in late 20@8¢crises of global food supply and
turmoil in national economies and investment markas well as thepportunitiesopened
up as interest grows in testing the potential afisdosecurity systems founded on a first
pillar in the form of a basic benefit package chtegdazed by universal access.

At the same time, a wider development policy payadis emerging from the Office’s
experience in technical cooperation and the wodéwtrends seen in social security and
social transfers. That paradigm may be best destiibterms of the process called by the
Director General of the ILOGrowing with equity”, and which rests on the understanding
that a prerequisite for the potential of any cowyritr develop in a sustainable way is a
sufficient and early commitment to invest in sogistice. Countries cannot unlock the full
productive potential of their workforce and hendw tfull growth potential of their
economies if people go hungry and if they are iargeealth and poorly educated. Even in
strictly economic terms, countries will not attrémtestments in conditions where blatant
injustice, evidenced by inequality and poverty,ates societal instability and latent or
open conflict.

Now, it appears that a real shift is taking plat¢hie development policy debate. It seems
that many national policies of the type which carcharacterized as “grow first, distribute
later” are being consigned to history. The impac&aof social transfers in development
was recognized at the 2007 G8 Labour and Employméinisters’ Conference in
Dresden?® In addition, the 2006 ECOSOC High Level SegmenniMerial Declaration
noted explicitly “that countries need to deviseigek that enable them to pursue both
economic efficiency and social security and devetgptems of social protection with
broader and effective coverage” (ECOSOC, 2006,. 8 The ILO took up this issue
once more in the course of an informal meetinghef Ministers of Labour and Social
Affairs during the 2007 International Labour Comiece, where the Office tabled and
presented a discussion paper (ILO, 2007b) settiut@ @ossible approach to a new policy
for balanced and inclusive growth.

Key characteristics of the new strategic baseline of the Campaign

Changing trends in the mainstream development garaflave direct repercussions for
the basic strategy of the ILO’s Global Campaigne Tampaign strategy anchored in the
ILO’s Constitution and the review of social secyrissues by the International Labour

% See G8 Labour and Employment Ministers’ ConfererBleaping the social dimensions of
Globalisation Dresden, 7-8 May 2007, Chair’s conclusions:
(http://old.tuac.org/statemen/communig/G8EmplDesdtival2007e.pdf).
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Conference in 2001 has four basic characterigticsrersality, progressiveness, pluralism
and outcome focud-or most countries that have not yet achievedeausal or at least
widespread coverage, the primary target should lestablish a modest, basic set of social
security guarantees for all residents. Once that been achieved, higher levels of
protection, income security and equality can besyped for particular groups or for the
population as a whole.

Universality

Universality is the key objective. Indeed, as iredldirectly in the title of the ILO’s Global
Campaign, it is at the core of the Campaign’s menda

The main emphasis is on universality of accessnitividuals to formal systems of social
protection. The notion of a universal benefit, gdgawithout distinction to all qualified
members of a scheme, on the other hand, fits wédl the concept of a rights-based
scheme, but may have to be tempered in practiceoine form of targeting of resources,
when these are limited.

Attention should first be focused on building upnéfits with a strong investment
character. These might include: child benefitslitating access to basic education to help
break the poverty cycle; access to health carenasams to help families remain above the
poverty line by relieving them of the financial den of medical care, and income support
that avoids poverty and creates the security teaple need in order to take risks and
invest in their own productive capacity.

Based on research undertaken in recent years ab resssessments carried out in the
course of its technical cooperation activities, 8wrial Security Department of the ILO
has identified a minimum set of four essential basicial security guarantees (a basic
benefit package) that could become an integral gfagt wider socio-economic floor (see
ILO, 2008d):

m  All residents have access to basic/essential themte benefits, where the State
accepts the general responsibility for ensuringatequacy of the delivery system
and financing of the scheme;

m  all children enjoy income security at least at plowerty level: through family/child
benefits aimed to facilitate access to nutritiayaation and care;

m  some targeted income support for the poor and plogred in active age groups; All
residents in old age and disability enjoy incomeusigy through pensions granted at
least at the poverty-line level.

Progressiveness

Social security development does not stop at thergt floor. While it is suggested that

countries may wish to accord a high priority to thgplementation of a basic benefit

package, this represents just the first step afpmard staircase — providing higher levels
of security to as many people as possible, as dnah wontinuing economies development
permits.

Universality does not mean uniformity. It is noalistic to believe that — left to their own
devices — all societies can achieve the same tdv&bcial protection irrespective of their
level of economic development. National social siégisystems gain the opportunity to
grow as increasing fiscal space is made availdileugh economic growth. What is
critical, however, is that systems be designed invay which, while (financially)

progressive, is at the same time rational, i.ele & address priority needs in a logical
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order and built in such a way that the level ofusiéz can be increased as economic
development progresses. Within an overall natioesburce envelope, at different stages
of development the volume of contributions and saiocated to social security priorities
must be determined on the basis of national consens

Pluralism

There are many ways in which a set of basic smgalrity guarantees along the lines
suggested above may be implemented as the figsb$i national social security strategy.
Some countries will seek to extend social insurare combine it with social assistance,
while others will facilitate access to social iresure coverage (possibly community-based)
for the poor through subsidies, and still others/pat in place tax-financed universal
schemes. A virtually infinite range of choices &xi@s regards the set of financing
instruments, the design of benefit entittements aondumulations, and administrative
requirements, including for example mechanismsnguee compliance with contribution
obligations and to minimize the incidence of molazard. Each approach has its
advantages and its drawbacks, and each will berdieted by past commitments and
national values. The central objective, ultimately,that all people enjoy the basic
guarantees. It is the outcomes of national soeialiisty strategies that matter, not the ways
and means through which countries set out to aehteyse outcomes.

Worldwide experience and evidence show that therend single “right” model for
providing social security and health protection,ooe single pathway towards achieving
universal coverage. Social protection evolves auany years and often decades in the
light of demographic and economic developments sado-cultural preferences and
traditions. However, the way in which a range déofinter-related scheme parameters are
determined can have a major impact on the effantise of the scheme and the efficiency
of its administration. While there is no single dguint, many of the means to improve the
effectiveness and efficiency of existing systenesveell documented.

As a matter of general principle, the various dtakgers in a social security system should
participate in its governance (being representednaist the trustees or board members).
With regard to financial arrangements, perhapsibst basic principle and one which is
critical to enabling the board or trustees to esertheir supervisory responsibilities is that
a social security fund (if comprising real asseatspuld be maintained and accounted for
entirely separately from the (central) governmarddet. To the extent that funds may be
subsidized from general revenue resources or, cselye where funds may function as a
“cheap” source of funds for the treasury, transpeyef the finances is essential. The ILO
has developed a range of tools needed for finagoatrnance, through the assessment of
these financial relationships and their sustaiitgbégainst the background of future
demographic and economic developments. These itwdigle, for example, standardized
social protection expenditure and performance vevi¢SPERsS) and the technique of
social budgeting

Outcome focus

In carrying out technical advisory and capacitylding services in relation to social
security, the approach followed — naturally witklire mandate of the ILO as laid down in
the Constitution and reflected in the Conventiond Recommendations — is meant to be
essentially pragmatic, focusing on the quest fotinmgd social outcomes rather than
engaging too deeply in academic debates as tortmgses and methods for achieving
these outcomes. A feature of the approach willngepromotion among ILO constituents
of a number of benchmarks against which to meapuogress, within the following
outline:
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(1) Universal coverage of income security and health systems: All (permanent and
temporary) residents should have gender-fair actiesn adequate level of basic
benefits that lead to income security and comprakiermedical care.

(2) Benefits and poverty protection as a right: Entitlements to benefits should be
specified in a precise manner so as to represenigbable rights of residents and/or
contributors; benefits should protect people effety against poverty; if based on
contributions or earmarked taxes, minimum benefiels should be in line with the
Social Security (Minimum Standards) Convention, 29B8lo. 102), or more recent
Conventions providing for higher levels of proteat?® and the European Code of
Social Security of the Council of Europe.

(3) Actuarial equivalence of contributions and benefit levels. The benefits to be
received by scheme members should represent: anmimibenefit replacement rate
and a minimum rate of return in case of savingemsas, which must adequately
reflect the overall level of the contributions pgaglich minimum levels should be
effectively guaranteed, preferably by the State.

(4) Sound financing: Schemes should be financed in such a manner exsstoe to the
furthest extent possible their long-term finanaigbility and sustainability, having
regard to the maintenance of adequate fiscal sfmacthe national social security
systems as a whole and individual schemes in péatic

(5 Responsibility for governance: The State should remain the ultimate guarantor of
social security rights, while the financiers/comtiiors and beneficiaries should
participate in their governance.

Implementation strategy

It is envisaged that the Campaign will be carriedwird in such a way as to implement
the new policy paradigm through a three-dimensistrategy.

The first dimension: Generating, managing and sharing
knowledge and evidence

National policies to promote a basic level of sb@acurity, and the assessment of
alternatives and their implications — including ¢baelating to gender — must in modern
conditions be firmly evidence-based, and hencebeabased only on a rigorous analysis
and evaluation. The compilation and disseminatiorelevant and appropriate knowledge,
in the broadest sense, will be done through thelvested social security platforms that are
currently under construction by the ILO Social SeguDepartment and are expected to
reinforce the capacity of the Department to prowfficient support to field operations.

The Social Security Inquiry and database will beeeadted, made more widely available to
constituents and researchers and used to monitorettectiveness of social security
policies, especially progress in poverty reductiextension of coverage, equity, gender
equality and efficiency of delivery.

% Employment Injury Benefits Convention, 1964 (N@1); Invalidity, Old-Age and Survivors’
Benefits Convention, 1967 (No. 128); Medical Cand &ickness Benefits Convention, 1969 (No.
130); Employment Promotion and Protection againstrdployment Convention, 1988 (No. 168);
and Maternity Protection Convention, 2000 (No. 183)
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The second dimension: Policy development

Based on sound evidence and knowledge, the Campaligiocus on measures to extend
coverage and on policies reducing long-term deparndehrough transfers promoting
employment, productivity and the individuals’ capyacto generate income. Social
dialogue will represent a key element in the dguelent of programmes anchored in the
wider mandate of the ILO. While the relevant Corti@rs and Recommendations
continue to provide a blueprint for middle- and Hegincome countries, a recent
assessment by the Office has shown that a newumstit, whether binding or non-
binding, is needed to promote the idea of a basitaksecurity package as a development
tool. The ILO will seek a mandate to explore thigedent options within the framework of
a tripartite dialogue process; this consultatioexpected to span a period of at least one
biennium.

In preparing for this process, a number of optifmmssocial security standard setting have
been assessed and set out in a recent ILO consultsper (2008d). Convention No. 102
constitutes the core legal framework and is reghrale the point of departure for the
alternative options. However, to date it has besified only by a limited number of
countries, and for this reason has not served tefédg to bring about the widespread
implementation of the basic social security pack&ge is the urgent requirement for those
groups that live in poverty. Accordingly, the coltation paper discusses whether a new
instrument would be required to serve the ovelgjicives of (i) alleviating poverty, and
(i) providing adequate income security and acdeskealth services to all, taking into
account national standards of living, values antbrdébility, and the issues of
globalization. Such a new instrument should begiesl to support a fair distribution of
the proceeds of globalization and deter a “radbeédottom”, through the establishment of
appropriate minimum standards. The second objedatifact represents a higher level of
ambition than simply the eradication of povertyitaseeks to ensure that the achievement
by countries of progressively higher levels of emoit development results directly in
higher levels of social protection. While this atijee can at present be pursued through
the promotion of Convention No. 102 as a guidefrenational policy development, the
proposed dual approach should offer greatly enlthscepe to allow countries to attain
higher levels of effective social protection onragressive basis. Moreover, we know that
the concept of a basic social security packagesfimdonance with a number of United
Nations agencies in addition to the ILO itself (uttng UNDESA, UNICEF), major
donors (GTZ, DFID) and key NGOs (including HelpAgeind thus envisage the
possibility that the ILO may forge a coalition dés@ to its promotion.

The third dimension: Capacity building, technical cooperation
and communication

Only the techniques of good governance can enkarrdnslation of polices and strategies
into the desired outcomes. While properly desigel@quately resourced, and effectively
managed social security systems will foster théeagiment of the MDGs, the key to good
governance is the enhancement of national capscifiee ILO will accordingly further
reinforce and extend its ongoing training actigfien collaboration in particular with the
International Training Centre in Turin, for policyakers, planners, managers and those of
its constituents involved in developing, managing aupervising national social security
systems.

The advisory services in the field of social segunitherto provided by the Office will be
consolidated in the form of national social segudévelopment programmes that will be
integrated into Decent Work Country Programmes.ba®re, the ILO will offer advice
ranging from social, legal, financial, economicgddiscal diagnoses of existing national
social security systems to the planning of so@alisity measures to extend coverage, but
it will now make such advice available to membext&’ tripartite constituencies through

SSPB 22-12-08

39



selected local media and, in particular, the weltfpims. Efforts towards the
modernization of the delivery of advisory serviagsing the web-based learning and
knowledge exchange platforms will be continued stnengthened.

The role of ILO constituents, communities and individuals

Promoting the understanding that social security ipart of a “growing with equity”
development strategy calls for a redefinition @ thles of individuals, local communities,
institutional agencies, governments and the intevnal community.

Individuals and communitiedn circumstances where formal institutional arements
lack adequate outreach or any outreach at all, aoitgabased initiatives may represent a
first step towards universal coverage. Such imst can moreover pave the way for a
gradual development of governance ethics and goadtipes. Participants become more
aware that, as members of a society, they aremptresponsible for themselves and their
families but also share a responsibility for largemmunities and society as a whole. A
relevant expression of this wider responsibilityynb@ seen in the form of full compliance
in paying contributions and taxes due. In this waych community-based initiatives can
represent a stepping stone towards the establighofemore formal social security
schemes on a national scale.

Social partners and civil societyf.hese are the guardians of democratic governahce o
social security programmes and management in thécpinterest of the social security
funds. This role too entails responsibilities. lamyg countries, employers’ organizations
and trade unions are already strongly involvedctipas aimed at improved compliance in
registering establishments and workers and payingributions to social security schemes
— actions which are effective ways to enhance acteerage.

National governmentGovernments remain the ultimate guarantors ofasosecurity.
Neither the private market nor informal arrangermardn guarantee adequate levels and
universal access to effective social security. lulbcial protection thus provides
mechanisms to help the vulnerable “live” with theks of life. It presupposes public
interventions reducing risk, such as preventivelthezare services, basic education and
prevention in the area of occupational safety agalth; interventions mitigating risks, like
those of social security schemes for health, siskneaternity, employment injury, old
age, disability, death, family and children; anskleesort interventions to help individuals
and families cope when prevention or mitigation gpaamnmes fail to work. Those
interventions include all forms of social assis@pcoviding cash and in-kind conditional
transfers.

To finance programmes providing these “intervergipigovernments require fiscal space
opened up by the ability to collect taxes and dbuations from all citizens and enterprises.
It is not feasible to implement appropriate progmes and establish the necessary
institutions to secure decent work in countries ighgovernments are not able to collect
the taxes or contributions needed to provide faidpublic and social services and basic
infrastructure. However, it is necessary not ohBbtitizens have the capacity to pay those
taxes and contributions (in other words, a suffitievel of income) but also — perhaps
more importantly — that they be willing to pay theBuch willingness is closely tied to —
among other things — confidence in the governmant this can only be built in a
democratic environment.

Global communitylf the global community embraces globalizationtba one hand and

sets global goals in the social sphere on the ptherchallenge is to organize the global
economy and the global society in such a way asnable nation States to achieve
nationally and internationally defined policy oljees. This may mean, for example,
searching for ways in which the global communityghti protect the fiscal space of the
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nation State’’ This could be done in two complementary ways. tiirshe global
community could increase the fiscal space of natiggovernments through the global
subsidization of sound anti-poverty policies. THebgl community has just begun to
accept that responsibility. Poverty Reduction 8ggtPapers (PRSPs), debt relief, official
development assistance (ODA) through budget suppait signal a new beginning, but
more needs to be done. Secondly, agreeing on minimational tax levels and social
expenditure levels would, in the future, render ynar these international transfers
superfluous. Perceiving social security not justrapair’ expenses in market economies,
but rather as an investment in long-term growtkliko result in diminishing long-term
needs for global transfers, would help to creatddwade acceptance of such levels.

27 The ICFTU has studied the impact of tax comjpetjtin particular corporate taxation on the tax
base: see ICFTU (2006).
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0. Conclusions

While admittedly focusing on those countries whpeaple have only limited access to
social security or no access to it at all, the joes chapters have argued that there is both
a critical need and considerable scope for soei@lrity in all countries, regardless of their
state of economic development. Moreover, socialrégcis established as a basic human
right. The opening of economies to internationatkea.competition in the past decades
has not led, as optimists had hoped, to full aratlypective employment accessible to all
women and men. While many have benefited, largaiggohave suffered declining
incomes and severe losses in their social and eticrsecurity.

There is convincing evidence that social secuntargements are effective in reducing
income inequality and poverty. Empirical evidend¢soandicates that economic growth
alone, in contrast, is not sufficient to achievis.tiMoreover, recent literature points out
that, particularly in conditions of high prevailimgvels of income inequality, the concept
of “trickling down” of economic growth is wholly adequate to the task of lifting poor
households above the poverty threshold.

Social security is integral to economic developménts not a coincidence that social
security programmes were established in most oDBED countries at just the time when
industrialization accelerated. Industrial developirend social security are, in effect, two
sides of the same coin.

Social security reduces uncertainties and henceniines the transaction costs of
necessary economic and labour market adjustmenegses. The issue now is that a new
balance needs to be sought — a new combinatioaboul market and social policies that
pursues and facilitates simultaneously full, formuadl productive employment and protects
people against existing and emerging risks broagbut by technological, organizational
and internationalization trends, as well as meeengerging social preferences — for
example with respect to combining work and leispiest-formal or continuing education
(lifelong learning), and caring for parents or dhéin. The ILO’s Decent Work approach
epitomizes the concept of complementary labour ptaakd social protection policies. It is
a strategic concept that seeks to simultaneousty @herently achieve social and
economic goals rather than focus on one singleyolbjective.

The strategy towards universal social security caye, which has been the topic of the
present document, fits into this more encompas#i@y approach. It offers a two-tier
approach that establishes a solid, if modest, ldss®cial protection, while allowing for
progressive additions according to the level oheooic development.

This does not mean that the social protection syst# all countries should be expected to
converge to one single model. Countries can andldhmrsue their own paths, and seek
consensus around policies and institutional arnanegrs that fit their historic and cultural
backgrounds. However, what matters in the end @ralsoutcomes. Economic success is
not an end in itself. Its true relevance lies sygbtential to make lives decent. Its capacity
to do so depends on the productive capacity of Ipedfgithout early investments in the
capacity of people through basic social securipgfers in cash or in kind the productive
capacity of people cannot be unlocked. And in twithout higher levels of social security
— fair social dividends for the people — even thestnspectacular levels of economic
performance will provide no guarantee of decemdifor individuals and families.

Social security is a staircase to social justice.
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Annex 1

Conclusions concerning social security, International Labour Conference,
89th Session, 2001

1.

In 1944, the Conference recognized “the solerbhigation of the International
Labour Organization to further among the nationghef world programmes which
will achieve ... the extension of social security su@@s to provide a basic income to
all in need of such protection and comprehensivelicaé care”. It is time for a
renewed campaign by the ILO to improve and exteraibs security coverage to all
those in need of such protection. The Director-@Ga&nes invited to address the
conclusions set out below with the seriousnessusgency they deserve in order to
overcome a fundamental social injustice affectingdreds of millions in member
States.

Social security is very important for the wedlihg of workers, their families and the
entire community. It is a basic human right anduadimental means for creating
social cohesion, thereby helping to ensure so@ate and social inclusion. It is an
indispensable part of government social policy andmportant tool to prevent and
alleviate poverty. It can, through national solitarand fair burden sharing,
contribute to human dignity, equity and socialigestIt is also important for political
inclusion, empowerment and the development of deaoyc

Social security, if properly managed, enhanceduyztivity by providing health care,

income security and social services. In conjunctioth a growing economy and

active labour market policies, it is an instrumfartsustainable social and economic
development. It facilitates structural and techgaal changes which require an
adaptable and mobile labour force. It is noted thlaile social security is a cost for

enterprises, it is also an investment in, or suipfoor people. With globalization and

structural adjustment policies, social securitydmes more necessary than ever.

There is no single right model of social segurit grows and evolves over time.
There are schemes of social assistance, univetsaf®es, social insurance and public
or private provisions. Each society must determimsv best to ensure income
security and access to health care. These choitle®flect their social and cultural
values, their history, their institutions and thieivel of economic development. The
State has a priority role in the facilitation, pmation and extension of coverage of
social security. All systems should conform to airtbasic principles. In particular,
benefits should be secure and non-discriminatafiemes should be managed in a
sound and transparent manner, with administratbgscas low as practicable and a
strong role for the social partners. Public coniitke in social security systems is a
key factor for their success. For confidence teexgood governance is essential.

Of highest priority are policies and initiativeich can bring social security to those
who are not covered by existing systems. In mamnt@es these include employees
in small workplaces, the self-employed, migrantkeos, and people — many of them
women — active in the informal economy. When cogeraannot be immediately
provided to these groups, insurance — where apjtepon a voluntary basis — or
other measures such as social assistance coulditfmeliced and extended and
integrated into the social security system at arlatage when the value of the
benefits has been demonstrated and it is econdynmastainable to do so. Certain
groups have different needs and some have veryclomtributory capacity. The

successful extension of social security required these differences be taken into
account. The potential of microinsurance should &ks rigorously explored: even if
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10.

11.

it cannot be the basis of a comprehensive soctalrgg system, it could be a useful
first step, particularly in responding to peoplaigent need for improved access to
health care. Policies and initiatives on the extsn®f coverage should be taken
within the context of an integrated national soseturity strategy.

The fundamental challenge posed by the infoenahomy is how to integrate it into
the formal economy. This is a matter of equity aodial solidarity. Policies must
encourage movement away from the informal econo8ypport for vulnerable
groups in the informal economy should be financgddriety as a whole.

For persons of working age, the best way to igewa secure income is through
decent work. The provision of cash benefits to uhemployed should therefore be
closely coordinated with training and retraininglather assistance they may require
in order to find employment. With the growth of acmies in the future, education
and skills of the workforce will be increasinglyportant. Education should be made
available to all children to achieve adequate di@ls, literacy and numeracy, and to
facilitate personal growth and entry into the workg. Lifelong learning is vital to
maintain employability in today’s economy. Unemptmnt benefits should be
designed so that they do not create dependencgrdets to employment. Measures
to make work financially more attractive than beingeceipt of social security have
been found effective. However benefits must be adt Where it is not deemed
feasible to establish a system of unemployment fiienefforts should be made to
provide employment in labour-intensive public workad other projects, as is
successfully done in a number of developing coestri

Social security should promote and be basedhenptinciple of gender equality.
However, this implies not only equal treatment fieen and women in the same or
similar situations, but also measures to ensuréadde outcomes for women. Society
derives great benefit from the unpaid care whichmew in particular provide to
children, parents and infirm family members. Wonsdould not be systemically
disadvantaged later in life because they madecthms$ribution during their working
years.

As a result of the vastly increased participatid women in the labour force and the
changing roles of men and women, social securigfesys originally based on the
male breadwinner model correspond less and lesketcmeeds of many societies.
Social security and social services should be design the basis of equality of men
and women. Measures which facilitate the acceswarhen to employment will
support the trend towards granting women socialrsigcbenefits in their own right,
rather than as dependants. The nature of survilmsefits needs to be kept under
review and, in the event of reform, appropriat@graonal provisions must be made
to protect women whose life course and expectatiane been based on the patterns
of the past.

In most societies, continued inequalities imiggys between men and women tend to
affect women’s social security entittements. Thiglerlines the need for continued
efforts to combat wage discrimination and to coasttie desirability of introducing a
minimum wage, where it does not already exist. \Wtedther parent provides care for
children, social security benefits for childcaragmses should be made available to
the caregiver. Furthermore, each society shouldsiden introducing positive
discrimination in favour of women where systemiscdimination is faced.

The ageing of the population in many socieiiea phenomenon which is having a
significant effect on both advance-funded and pay@u-go pension systems and on
the cost of health care. This is transparent ingsmyou-go systems where a direct
transfer takes place from contributors to pensimn#ris, however, just as real in
advance-funded systems, where financial assets@deto pay for pensions and
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13.

14.

15.

16.

purchased by the working generation. Solutions nwessought above all through
measures to increase employment rates, notablyofen, older workers, youth and
persons with disabilities. Ways must also be fowmdachieve higher levels of
sustainable economic growth leading to additionalmipers in productive
employment.

In many developing countries, particularly ub<Saharan Africa, the HIV/AIDS

pandemic is having a catastrophic effect on evepget of society. Its impact on the
financial base of their social security systempadicularly acute, as the victims are
concentrated among the working age population. Thgs calls for a much more
urgent response through research and technicatasse by the ILO.

In pay-as-you-go defined benefit pension systerisk is borne collectively. In
systems of individual savings accounts, on the rotiend, risk is borne by the
individual. While this is an option which existg, should not weaken solidarity
systems which spread risks throughout the wholethaf scheme membership.
Statutory pension schemes must guarantee adeqradéitibevels and ensure national
solidarity. Supplementary and other negotiated ipanschemes tailored more to the
circumstances and contributory capacity of difféignoups in the labour force can be
a valued addition to, but in most cases not a gutesfor, statutory pension schemes.
The social partners have an important role to pldl regard to supplementary and
other negotiated schemes, while the State’s role govide an effective regulatory
framework, and supervisory and enforcement mecheanisGovernments should
consider that any support or tax incentives fors¢hechemes should be targeted
towards low- or medium-income earners. It is fockeaociety to determine the
appropriate mix of schemes, taking account of tbaclusions of this general
discussion and relevant ILO social security statslar

To be sustainable, the financial viability @ngion systems must be guaranteed over
the long term. It is therefore necessary to condegtilar actuarial projections and to
implement the necessary adjustments sooner rdthedater. It is essential to make a
full actuarial evaluation of any proposed refornfdpe adopting new legislation.
There is a need for social dialogue on the assomptio be used in the evaluation
and on the development of policy options to addaggsfinancial imbalance.

Social security covers health care and fanelydfits and provides income security in
the event of such contingencies as sickness, uwmgmpht, old age, invalidity,
employment injury, maternity or loss of a breadveinrit is not always necessary, nor
even in some cases feasible, to have the same ocdrsgeial security provisions for
all categories of people. However, social secwsitstems evolve over time and can
become more comprehensive in regard to categoriepeople and range of
provisions as national circumstances permit. Wheere is limited capacity to
finance social security, either from general taxermies or contributions — and
particularly where there is no employer to pay arslof the contribution — priority
should be given in the first instance to needs Wi most pressing in the view of
the groups concerned.

Within the framework of the basic principled set earlier, each country should
determine a national strategy for working towardsia security for all. This should
be closely linked to its employment strategy andsmther social policies. Targeted
social assistance programmes could be one mear@rtmence the introduction of
social security for excluded groups. As governmessources are limited in
developing countries, there may be a need to broti@esources of funding for social
security through, for example, tripartite financing/here possible, government
support might cover initial start-up costs, in-kisgpport in the form of facilities and
equipment, or support for low-income groups. Inesrtb be effective, initiatives to
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18.

19.

establish or extend social security require satimbgue. Any changes to established
social security systems should be introduced witbgaate protection for existing
beneficiaries. Innovative pilot schemes are torlmoaraged. Well-designed and cost-
effective research is necessary in order to prowabgective evaluations of pilot
schemes. Research and technical assistance arssalgce improve governance of
systems.

ILO activities in social security should be lhoed in the Declaration of
Philadelphia, the decent work concept and releVia@t social security standards.
Social security is not available to the majoritytloé world’'s people. This is a major
challenge which needs to be addressed in the cowy®ags. In that regard the
Conference proposes that:

— a major campaign should be launched in orderrtonpte the extension of
coverage of social security;

— the ILO should call on governments to give tleiésof social security a higher
priority and offer technical assistance in appragericases;

— the ILO should advise governments and the speidhers on the formulation of
a national social security strategy and ways tdemgnt it;

— the ILO should collect and disseminate exampldxest practice.

Constituents should be encouraged to approachliBefdr special assistance to
achieve outcomes which significantly improve theplegation of social security
coverage to groups which are currently excludede Tmogramme is to be
undertaken as soon as practicable and be subjesgttar reports to the Governing
Body.

The main areas identified for future socialusi®g research and meetings of experts
are:

— the extension of coverage of social security;

— HIV/AIDS and its impact on social security;

— governance and administration of social secgsistems;
— equality, with an emphasis on gender and disgpili

— ageing and its impact on social security;

— financing of social security;

sharing of good practice.

These activities should form the basis for thehfeirtdevelopment of the ILO policy
framework on social security and should be cledirked to the further work
programme, technical assistance priorities andities of the ILO in this area.

The ILO’s technical cooperation with governngeahd the social partners should
include a wide range of measures, in particular:

— extending and improving social security coverage;
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21.

— developing innovative approaches in the areamagbssecurity to help people to
move from the informal economy to the formal ecogipm

— improving the governance, financing and admiaigin of social security
schemes;

— supporting and training the social partners tigpate in policy development
and to serve effectively on joint or tripartite @oming bodies of social security
institutions;

— improving and adapting social security systemsesponse to changing social,
demographic and economic conditions;

— introducing means to overcome discriminationutcomes in social security.

The ILO should complete the programme of warkecommended above and must
report regularly to the Governing Body on the resof that work, thereby enabling
the Governing Body to monitor progress and decale to proceed further.

The ILO should continue to develop interageocgperation in the social security
field, including with the International Social Seityt Association. The ILO should
invite the IMF and the World Bank to support thendosions adopted by the
Conference and to join with the ILO in promotings justice and social solidarity
through the extension of comprehensive social ggcur
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Annex 2

Comments made during the consultation process
on the first version of the paper

A first version of this paper, entitleslocial security for all: Investing in global sociahd
economic development. A consultatiomas published in August 2006 as Discussion
paper 16 in the Issues in Social Protection sesfethe Social Security Department. In
2007 it was circulated to governments and workarsl employers’ organizations in a
worldwide consultation process that sought to ashwidest possible consensus on the
basic policy message.

The policy vision outlined in the preliminary papeas also subjected to a rehearsal in the
context of a series of tripartite regional seminamssocial security in Latin America, the
Arab States and Asia, where it was agreed upohéynigjority of ILO constituents. These
meetings were co-hosted by the Ministries of Ladauhe respective host countries and
attended by more than 200 participants includipgegentatives of Governments, Workers
and Employers, observers from social security aniero public institutions and
international organizations involved in social s#guactivities.

After a thorough review of all comments receivedvititing as well as during the regional
tripartite seminars, the new version of the papes wrepared in 2008. The comments
received are summarized in the following paragraphey are fully meaningful only for
people who have read the first version of the péyperthey may provide a useful insight
into the nature of the consultation process alsofiers.

Some commentators have argued that the paper sheudst specific as possible in its
agenda and that it needed to devote more attertionplementation issues, that it should
outline where the ILO’s and other international awgations’ competencies could
complement each other and focus on the concrete float the Global Campaign would
take. More attention should be placed on the miytwainforcing roles of social security,
good governance and democratic decision-making egioes. Most submissions
emphasized that social security and economic bastipe can be reconciled. Some have
suggested discussing in greater detail the outistgrekamples of extensive welfare states
with open economies; others have suggested thal.@ndocument should be less
defensive when making the case for social security.

Most comments welcomed the conclusions of ILO nedeahat social security is
affordable. Most organizations would like to see thO describe more specifically how
such schemes can be established, how the finagouigl be organized, i.e., who would
contribute and how the collection would be arrandedarticular in developing countries
where administrative capacities are often limitedyanizational weaknesses could be a
major obstacle to the implementations of polic\here universal social security entails
some redistribution between the current insiderd antsiders of the formal economy,
vested interests of insiders and their willingnésssubsidize some social security for
outsiders can become a hot political issue that nmagede the acceptance of the
universalization of social security.

Some comments have stressed the issue of advergenaic incentives posed by the
design of some benefit systems. Others have poitdethe fact that incentives for
individuals, households and organizations in adedrindustrialized countries may differ
from incentives in transitional and developing do#s and hence the transfer of
experience from one region to another may not haktie.
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Most comments support the rights-based approaclaekmbwledge the important role for
the ILO in this respect. However, some have argheatl the resources need to be there
before entittements can be made effective. In gdnenost organizations support the
pragmatic and pluralistic approach envisaged by Hb®. There have been some
suggestions on how to render the document moreegemhsitive, showing inter alia how
social security can better contribute to correctimgnuitable labour market outcomes for
males and females. This includes various caringlittes and arrangements that
compensate for the often shorter employment trackrds of women in social security
entittements. Some comments argued that more elisptasuld be placed on establishing
sustainable schemes. Some arguments with respecpriv@tized social security
arrangements have been put forward — both for gathst. What most would agree to is
that privatized arrangements need strong publiersigion structures and that public
provisions that take care of those who are ingeffity secured in a market system must
be maintained.

*k*k
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